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Section  I.    Hesume  of  inl'ormatlon  pertaining  to  branch  banking; 
fa)  Sources: 

The  subject  of  branch  banking  in  the  United  States  while  not 
new,  did  not  begin  to  attract  the  attention  of  bankers  and  finan- 
cial authorities  to  any  marked  degree  until  about  19E1.     Since  that 
time  the  question  has  been  one  of  considerable  debate  and  discussion 
and  reference  to  it  has  repeatedly  been  made  in  bankers'  magazines, 
governmental  reports  and  in  the  records  of  proceedings  of  bankers' 
conferences.     These  discussions  have  not  been  confined  to  bankers 
and  government  officials  alone,  but  have  included  business  men  and 
students  of  finance  as  well.     The  available  information,  for  the  most 
part,  therefore,  is  first-hand,  coming  right  from  the  field  of  action. 

Standard  texts  on  money  and  banking  afford  valuable  information 
to  the  student  in  getting  a  back-ground  of  the  financial  organization 
of  society  from  the  beginning  of  our  economic  life  as  an  independent 
nation  at  the  end  of  the  eighteenth  century.     Outside  of  these  texts, 
the  student  of  this  subject  finds  up-to-date  information  in  a  care- 
fully-arranged book  written  by  Charles  Wallace  Collins  under  the  title. 
The  Branch  Banking  Question.     This  book  was  published  in  1926  and 
brings  together  in  orderly  fashion  the  principal  points  involved  in 
the  branch  banking  question  and  gives  the  reader  a  clearer  conception 
of  what  had  taken  place  up  to  1926  and  furnishes  a  basis  for  intelli- 
gent reasoning  on  the  subject. 

The  governmental  reports  such  as  the  reports  of  the  Comptroller 
of  the  Currency,  the  Federal  Reserve  Board  and  the  Federal  Reserve 
Bulletin,  furnish  the  original  and  fundamental  data  on  this  subject. 
The  reports  of  government  officers  for  the  most  part  are  based  upon 
statistics  and  an  intimate  knowledge  of  conditions  prevailing  in  the 


particular  departments  with  which  they  are  connected.     Even  in  these 
cases,  however,  opinions  differ  hut  posEjihly  no  more  so  that  those  of 
individual  writers  on  the  subject  representing  one  school  of  thought 
or  another. 

The  subject  is  not  only  new  but  its  discussions  have  been 
national  in  scope  and  have  attracted  such  attention  as  to  evoke  Con- 
gressional recognition,  with  the  result  that  Congress  was  obliged  to 
take  a  stand  and  declare  a  definite  policy  in  regard  to  this  compara- 
tively new  development. 

(b)    Purpose  and  aims  of  the  study: 

The  purpose  and  aims  of  this  study  are:   (1)  to  determine  to 
what  extent  branch  banking  has  developed  in  the  United  States  and 
what  the  policy  of  the  State  and  Federal  governments  Ijas  been  in 
regard  to  it;  and  (2)  to  bring  together  the  various  views  of  author- 
ities in  this  field  and  to  set  forth  such  legislation  and  recommend- 
ations, enacted  and  proposed,  as  are  applicable  to  this  particular 
field  of  inquiry. 
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Section  II.     Method  and  approach; 

As  this  is  a  suhjeot  that  has  been  the  outgrowth  of  the  present 
development  in  our  financial  structure  and  at  the  sarae  time  controlled 
by  legal  restrictions,  a  thorough-going  discussion  of  it  suggests 
first  the  historical  approach,  supported  by  statistical  data  and 
legal  considerations. 

The  study  shows  that  branch  banking  is  not  new  to  the  United 
States  but  has  been  practiced  in  varying  degrees  and  because  of 
legal  requirements  its  development  has  varied  with  the  different 
sections  of  the  country.     This  fact  is  brought  out  forceably  by 
statistical  data  that  have  been  presented  in  detail  from  time  to 
time  by  our  governmental  agencies. 

The  subject,  therefore,  is  best  approached  from  historical, 
statistical  and  legal  data;  the  information  from  each  field  being 
used  in  such  combinations  as  will  bring  out  most  clearly  the  main 
points  involved. 

In  the  introduction  (Section  1),  a  brief  survey  of  the  entire 
field  is  made,  and  in  order  to  make  clear  the  terras  used  and  also  to 
set  forth  the  present  conditions  in  the  field  of  branch  banking,  a 
sub-section  each  is  given  to  definition,   the  branch  banking  situa- 
tion in  the  United  States,  and  that  in  other  countries. 

Section  2  is  devoted  to  the  extent  to  which  branch  banking 
has  developed  in  the  United  States  with  special  reference  to  the 
situation  in  the  Southern  towns  and  ifi  California. 

State  and  Federal  laws  affecting  branch  banking  in  the  State 
and  national  systems  is  next  discussed,  followed  by  Section  4  in 
which  the  position  of  State  and  national  banks  operating  under  their 
respective  laws  is  set  forth.     In  this  section  also,  an  exposition  is 
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made  of  the  erguments  in  favor  of  and  in  opposition  to  branch  banking. 

As  all  national  banks  and  the  large  State  banks  are  members  of 
the  Federal  Reserve  System,  the  position  of  each  in  the  System  is 
discussed  in  Section  5. 

The  findings  and  results  of  this  study  are  then  logically  and 
chronologically  brought  to  a  close  with  a  discussion  of  the  McPadden 
Bill  in  Congress  and  as  a  law. 
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section  III.    Findings  and  results: 
1.  Introduction: 

The  tranch  banking  question  has  occupied  the  minds  of  bankers, 
students  of  finance  and  legislators  as  no  other  subject  of  bank- 
ing policy  in  recent  years.     Branch  banking  is  not  new  to  the 
United  States  but  when  compared  with  the  banking  systems  of  Canada, 
England  and  of  the  Continental  countries,  its  development  until 
recent  years  has  been  almost  negligible. 

Our  system  of  banks,  both  the  State  and  national,  with  the 
exception  of  comparatively  a  small  percentage,  has  been  that  of 
the  unit  bank.     In  our  early  financial  history,  however,  the  First 
and  Second  Banks  had  branches  and  after  their  charters  had  run  out, 
banks  organized  under  State  laws  were  permitted  to  establish 
branches.     With  the  enactment  of  the  National  Bank  Act  in  1863 
these  were  abolished  and  the  provisions  of  that  Act  did  not  pro- 
vide for  branches  except  by  consolidations  and  conversions  of 
State  banks  to  the  national  system. 

Later,  particularly  in  the  present  century,  large  State 
institutions  were  organized  and  operated  under  local  charters 
and  were  permitted  in  about  half  of  the  States  to  have  branches, 
national  banks  operating  in  these  States  met  considerable  com- 
petition and  many  abandoned  their  national  charters  for  State 
charters.     This  competition  not  only  presented  serious  problems 
for  the  small  unit  bank,  but  aroused  the  anxiety  of  government 
authorities  because  many  national  banks  were  withdrawing  from  the 
national  system  and  taking  out  State  charters. 

The  question  attracted  nation-wide  attention  and  the  problems 
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it  presented  were  discussed  from  the  standpoint  of  public  policy 
and  national  and  State  economy  and  culminated  with  the  enactment 
of  the  McFadden  Bill  in  19E7  which  tends  to  restrict  branches  of 
State  banks  under  certain  conditions  and  to  permit  national  banks 
to  have  branches  with  certain  restrictions, 
(a)  Definition: 

The  terra  "branch  bank"  as  used  in  the  various  articles  and 
reports  may  refer  to  an  office  other  than  that  of  the  parent  bank 
whether  that  office  is  merely  a  "teller's  window"  or  "additional 
office",  where  deposits  and  payments  are  made,  or  an  office  in  the 
same  city  as  the  parent  bank  or  in  another  city,  doing  a  general 
banking  business.     In  whatever  way  used  the  intent  of  the  author  is 
usually  made  clear  by  context. 

It  has  been  held,  however,  by  some  authorities,  that  the  real 
question  of  branch  banking  does  not  revolve  on  the  home-city 
branch  but  on  the  branch  or  branches  located  outside  the  city  of 
the  parent  institution.     In  making  that  distinction,  the  branch 
located  outside  the  city  of  the  parent  institution  is  referred  to 
as  the  "extra-city"  branch  and  presents  the  problem  of  branch-bank- 
ing proper.     The  home-city  branch  is  called  the  "intra-city"  branch. 

In  the  McFadden  bill  the  term  "branches"  was  defined  to  in- 
clude branch  banks,  branch  offices,  branch  agencies,  additional 
offices  or  any  branch  place  of  business  located  in  any  State  or 
territory  of  the  United  States  or  in  the  District  of  Columbia  at 
which  deposits  are  received,  checks  cashed,  or  money  loaned. 

The  term  "branch  banks"  as  used  in  this  study  refers  to  either 
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the  intra-city  (city-wide  or  home-city)  hranch  or  the  extra-city 
(state-wide)  branch  having  power  to  receive  money  and  make  loans. 
The  office  that  merely  receives  deposits  and  cashes  checks  is 
usually  called  the  "additional  office"  or  "teller's  window"  and 
is  not  considered  here  as  a  branch. 

It  is  possible  that  in  the  future  we  may  be  concerned  with 
nation-wide  branch  banking  but  our  present  State  and  federal  laws 
would  bar  any  development  in  that  direction. 

(b)     The  branch  banking  situation  in  the  United  States: 

The  branch  banking  situation  in  the  United  States  has  been 
complicated  as  in  no  other  country  because  of  State  laws  and  national 
laws  governing  banks. 

The  National  Bank  Act  passed  in  1863  prohibited  branch  banking, 
while  State  laws  affecting  State  banks  permit  city  branches  in  some 
instances.  State-wide  branches  in  others  and  prohibit  either  city  or 
State-wide  branches  in  others. 

Branch  banking  is  permitted  in  some  form  in  nearly  one-half  of 
the  States  and  of  course  national  banks  are  permitted  to  operate 
branches  under  limited  conditions  throughout  the  entire  country. 
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(o)    Branch  banking  in  other  countries: 

Among  the  important  countries  of  the  world,  the  Unites  States 
is  the  only  one  that  has  not  experienced  the  spread  of  branch  banks. 
In  other  countries,  branch  banking  has  been  the  natural  order  of 
things.     In  the  case  of  our  next  door  neighbor,  Canada,  a  chartered 
bank  is  a  bank  of  branches,  not  a  bank  with  branches.     There  is  no 
law  governing  the  number  or  locations  of  branches,  and,  therefore, 
Canadian  banks  have  branches  in  foreign  countries  as  well. 

In  our  discussions  of  branch  banking,  the  situation  in  Canada 
has  received  considerable  attention,  not  only  because  of  the  near- 
ness of  that  country  to  the  United  States  but  because  the  geographic 
distribution  of  its  industries  and  agriculture  is  very  similar  to 
that  of  the  United  States. 

.A  discription  of  the  Canadian  banking  syctem  in  this  study 
would  be  valuable  in  showing  to  what  extent  branch  banking  has  gone 
elsewhere  with  apparent  success. 

In  certain  respects,  the  Canadian  banking  system  has  been 
patterned  after  some  of  the  older  systems  in  the  United  States,  par- 
ticularly the  Suffolk  banking  system.     Its  leaders,  however,  in  de- 
veloping the  system  have  adhered  to  the  principles  of  good  banking 
and  have  not  been  inclined  to  extend  special  favors  or  satisfy  special 
interests  with  the  result  that  the  Canadian  system  shows  more  evidence 
of  work  of  men  expert  in  financial  matters  than  the  system  in  the 
United  States  prior  to  1913. 

1 

In  the  matter  of  organization,  particular  attention  is  given 
to  those  planning  to  organize  a  bank.     At  least  five  men  of  high 
reputation  and  good  financial  standing  must  agree  to  act  as  provisional 
directors    and  get  the  consent  of  the  Committee  of  Banking  and  Commerce 
1 

Reference  86;  pp  647,  648. 
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before  subscriptions  of  stock  can  be  made.     The  minimum  capital  is 
$500,000  and  one-half  must  be  paid  in  before  the  bank  opens.  The 
provisional  directors  have  authority  to  advertise  and  sell  the  stock 
and  at  the  meeting  of  stockholders,  regular  directors  must  be  elected 
before  application  can  be  made  to  the  treasury  board  for  the  certif- 
icate permitting  the  bank  to  issue  notes  and  begin  business. 

A  year  may  elapse  before  the  stockholders  meet  to  elect  the 
regular  directors,  and  before  the  meeting  is  held,  at  least  #250,000 
in  cash  must  be  paid  in  to  the  Minister  of  Finance.     There  is  no 
secrecy  in  the  matter  of  issuing  charters  and  the  fact  is  known  by 
every  banker  in  the  Dominion  as  soon  as  application  is  made  for  a 
charter.    Every  precaution,  then,  is  taken  to  guard  against  the  unfit 
and  to  see  that  only  the  best  in  banking  practice  is  followed. 

In  1885  there  were  41  independent  banks;  in  1905,  35;  in  19E4, 

1 

14  were  in  operation  with  4,451  branches.  The  head  office  of  each  of 
these  systems  is  located  in  either  Montreal  or  Toronto. 

In  England  and  Scotland  branch  banking  has  been  developed  on 

2 

a  large  scale.     In  Scotland  there  are  12  banks  with  1055  branches. 

3 

In  France  the  Bank  of  France  has  at  least  one  branch  in  each 
Department,  and  it  maintains  a  number  of  subsidiary  offices  in  com- 
munities too  small  to  support  a  branch. 

4 

Branch  banking  is  practiced  in  an  extensive  way  in  Germany, 
where  the  I^eichbank  has  hundreds  of  branches. 


1 

Reference  86;  p  689. 
2 

Reference  75;  p  379. 
3 

Reference  75;  p  389. 
4 

Reference  75;  p  393. 
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£.     Trends  of  "banking  in  the  United  States. 

(a)    Extent  of  branch  hanking  in  the  United  States: 

Branch  hanking  in  the  United  States  has  developed  on  a  small 

scale  when  compared  with  other  countries.     Prior  to  the  passage  of 

the  national  Bank  Act  in  1863,  however,   there  were  a  large  numher 

of  branch  banks  but  with  the  passage  of  the  Act  they  ceased  to 

exist  and  new  branches  since  then  have  come  in  slowly  but  with  a 

rather  marked  increase  since  1919. 

The  First  Bank  of  the  United  States  was  organized  in  1791,  with 

a  capital  of  flO,000,000.     There  was  no  limit  on  the  note  issues 

of  the  bank  and  the  charter  allowed  branches  wherever  the  directors 

should  see  fit.     The  parent  bank  was  in  Philadelphia  with  7  branches 

on  the  Atlantic  seaboard  and  one  in  New  Orleans.     The  bank  operated 

successfully  but  when  it  came  to  renew  its  charter  after  20  years, 

considerable  opposition  arose  partly  as  a  political  issue  and  partly 

because  State  banks  wanted  to  eliminate  the  competition  of  this 

1 

great  bank  and  its  branches. 

The  Second  Bank  of  the  United  States  was  chartered  in  1816 
with  a  capital  of  |35,000,000  and  as  was  the  case  with  the  First 
Bank,  the  directors  were  authorized  to  establish  branches  anywhere 
in  the  United  States  or  territories  that  they  saw  fit.     The  bank 
established  25  branches  as  permitted  in  the  charter.     They  were 
extremely  useful  to  the  country  as  funds  could  be  transferred  from 
one  branch  to  another  or  from  a  branch  to  the  parent  bank  where  funds 
might  be  more  in  demand.       In  connection  with  the  usefulness  of 
1 

Reference  75  -  p  266. 
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"branch  banks  one  well-known  banking  authority  points  out  as 
follows:     "One  advantage  of  branch  banking  consists  in  the  facil- 
ity which  it  affords  for  gaining  knowledge  of  the  relative  needs 
of  business  in  different  places  and  of  responding  promptly  to 
those  needs  through  agents  already  on  the  ground  possessing  the 
necessary  local  knowledge.     The  benefit  is  shared  equally  by  the 

borrower  and  lender.     Branch  banking  tends  to  equalize  the  rate 

1 

of  interest  among  different  localities  in  the  same  country." 

The  Second  Bank  failing  to  have  its  charter  renewed  in  1836 
gave  rise  to  considerable  speculation  in  organizing  banks  but 
with  disastrous  failures.    With  the  elimination  of  the  First  and 
Second  United  States  Banks  nothing  had  been  substituted  which 
could  serve  the  entire  country  and  in  their  place  were  established 
"multifarious  banks  under  heterogeneous  special  charters  and 

2 

systems  of  which  sharpers  took  advantage  to  plunder  the  unwary". 

On  the  whole  these  were  unit  banks  and  if  there  were  branches 

they  were  few  in  number.     There  were,  however,  some  notable  banks 

which  filled  the  gap  in  our  banking  history  between  1836  and  the 

enactment  of  the  national  Banking  Act  in  1863.     Of  these  the  most 

3 

notable  was  the  State  Bank  of  Indiana.     It  was  really  a  system  of 
banks  chartered  in  1834  upon  the  veto  by  President  Jackson  of  the 
Second  Bank's  charter.     Its  charter  was  to  continue  £5  ^ears  and 
no  other  bank  was  to  be  chartered  by  the  State  during  that  period. 
The  bank  was  to  consist  of  a  parent  institution  and  ten  branches. 
Each  branch  was  to  be  managed  by  local  directors  and  each  branch 
was  liable  for  the  debts  of  every  other  branch  but  was  independent 
of  each  other  as  to  assets. 

^  Reference  75;  273 

^  Reference  75;  p  331 
3  --Li- 
Reference  75;  p  333-4 
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Upon  the  expiration  of  its  charter  in  1859  the  bank  was  liqui- 
dated leaving  a  profit  for  the  State.     Through  a  stock  promotion, 
a  new  hank  called  the  Bank  of  the  State  of  Indiana  was  chartered 
and  rights  sold  to  the  owners  of  the  expiring  hank.     It  was  really 
the  old  hank  with  a  new  charter  and  it  continued  successfully 
until  1865  when  a  Federal  tax  of  lOfc  on  notes  of  State  hanks 
crippled  its  operation. 

The  State  Bank  of  Ohio  chartered  in  1845,  like  the  State 
Bank  of  Indiana,  was  permitted  to  have  branches.     It  had  finally 

thirty-six  branches  and  was  highly  successful.     Its  charter  ex- 
1 

pired  in  1866. 

The  National  Bank  Bill  became  a  law  on  February  E5,  1863. 

Under  it  natiorjal  banks  could  not  have  branches.     By  an  amendment 

in  1865,  however,  State  banks  could  convert  into  national  banks 

and  retain  any  branches  the^  might  have.     Since  the  enactment  of 

this  amendment  in  1865,  only  four  State  banks  have  converted  with 

2 

branches  outside  the  home  city  of  the  bank. 

With  the  passing  of  this  law  prohibiting  branches  and  with 

the  amendment  to  the  national  bank  bill  in  February  1865,  imposing 

3 

a  tax  of  lOfo  on  all  notes  of  State  banks,  systems  of  banks  or 

banks  with  any  branches  became  a  thing  of  the  past  and  records 

show  that  between  1865  and  1869,  there  was  but  a  single  branch 

4 

bank  in  the  entire  United  States. 

There  has  been  a  small  but  steady  development  of  branch 
banking  in  the  United  States  since  1869,  but  our  policy  has  been 

1  2 

Reference  75;  p  343.  Reference  49;  p  42. 

3 

(State  banks  at  that  time  derived  practically  all  their  income 
from  circulating  their  own  notes.  ) 

4 

See  Table  #1. 
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consistently  that  of  the  unit  hank.     This  is  quite  apparent  when 

it  is  considered  that  only  789  hanks  out  of  a  total  of  27,377 

1 

national  and  State  hanks  in  the  country  on  Decemher  31,  1926, 
or  less  than  3^,  operated  branches. 

Of  that  numher,  446  operated  hut  one  branch; 131,  two  branches; 

124,  3  to  5  branches;  38,  6  to  10  branches  and  50  more  than  10. 

2 

The  highest  number  of  branches  of  any  bank  was  98. 

3 

Taking  the  country  as  a  whole,  in  June  1924,  681  banks 
operated  2233  branches;  248  being  branches  of  national  banks  and 
1985  of  State  banks.     Considering  location,  1463  or  65.5^  of 
all  the  branches  were  located  in  the  city  or  town  of  the  parent 
bank  and  the  remaining  770  were  located  outside  of  the  home  city; 
in  other  countries  the  branches  of  one  bank  alone  might  equal  this 
latter  figure  which  is  for  the  entire  United  States.     The  Royal 

Bank  of  Canada,  for  instance,  has  697  branches. 

4 

In  1865-69  there  was  but  one  branch  among  all  the  State  and 
national  banks;  in  1885,  8;  in  1900,  60;  1910,  3E9 ;  1920,  1052; 
and  in  1924,  2233.     A  careful  study  shows  the  recent  developments 
in  branch  banking  have  been  very  marked;  the  number  of  branches 
being  established  since  1920  equalling  the  number  in  operation  in 
any  year  from  1865  up  to  and  including  1920. 

It  is  significant  to  note  that  contrary  to  popular  belief, 
the  banks  establishing  branches  outside  of  the  home  city  or  con- 
tiguous territory,  are  not  on  the  whole  the  large  institutions 

^  Reference  74;  p  316 
^  Reference  74;  p  316 

Reference  53;  p  934 
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operating  in  the  financial  centers,  but  rather  moderate-sized 

banks  operating  generally  in  smaller  communities  awa^/  from  the  so 

called  money  centers.     There  is  no  bank  operating  in  a  city  of 

1,000,000  or  more  population  which  operates  a  branch  outside  of 

that  city  or  territory  contiguous  to  it.     And  only  three  of  the 

284  parent  banks  located  in  cities  of  100,000  or  more  population 

1 

operate  outside  branches. 

Of  the  681  banks  operating  branches  in  1924,  only  310 

operated  extra-city  branches,  and  of  these  214  or  69^  of  the 

2 

total  were  located  in  cities  of  under  10,000  population. 

It  is  noted,  however,  that  the  opposite  was  true  in  the  case 

of  banks  operating  home-city  branches  only.     Of  the  371  banks  so 

designated,  87  were  located  in  cities  of  1,000,000  population  and 

over;  154  in  cities  of  100,000  to  1,000,000  population  and  80  in 

3 

cities  of  25,000  to  100,000  population. 

tn  the  matter  of  resources,  it  is  apparent  that  banks  oper- 
ating branches  show  very  good  averages  as  compared  with  the 

4 

unit  banks.     Approximately  one-third    of  the  aggregate  resources 
the  28,468  banks  in  the  country  are  reported  by  the  681  banks 

1 

Reference  53;  p  934. 

2 

Reference  53;  p  934. 

3 

Reference  53;  p  935. 

4 

Reference  53;  p  932. 
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operating  tranches  in  1924.     The  reason  for  this,  of  course,  is 
attributable  to  the  operation  of  home-city  branches  by  the  large 
banks  in  large  cities  sometimes  called  "accommodation"  banks. 
The  fact  that  the  branch  system  compared  very  favorably  with  unit 
banks  in  the  matter  of  aggregate  resources  would  not  seem  to  con- 
firm the  charge  that  branch  banks  have  been  established  from  the 
standpoint  of  domination.     In  the  large  cities  it  is  only  natural 
to  expect  banks  to  open  other  offices  to  accommodate  customers  due 
to  the  spreading  out  of  the  city  proper  and  the  congestion  in  some 
parts  caused  by  increased  traffic.     The  tendency  to  dominate      if  it 
exists  at  all  would  be  evidenced  in  the  number  of  extra-city  branch 
banks  in  States  allowing  unrestricted  banking.     Of  course,  it  is 
possible  that  some  of  the  larger  banks  of  New  York  State  would 
establish  outside  branches  if  the  laws  of  that  State  did  not  restrict 
branch  banking  to  municipal  limits  and  to  the  larger  cities,  yet 
it  has  not  been  the  case  even  in  States  where  state-wide  banking  is 
allowed  but  instead,  a  large  number  of  those  located  in  the  small 

towns  and  cities  are  operating  outside  branches. 

1 

In  regard  to  the  size  of  banks  operating  extra-city  branches, 
of  the  310  banks  (2  not  reporting)  operating  such  branches  in  1924, 
118  reported  resources  of  less  than  |l, 000, 000,  while  only  9  of  the 
371  banks  fl  not  reporting)  operating  home-city  branches  reported 
resources  under  #1,000,000.     Of  the  banks  with  resources  of 
11.000,000  to  .'^10,000,000,  145  Operated  extra-city  branches  and  174 
operated  home-city  branches.     In  the  |lO , 000 , 000-and-over  class, 
only  45  operated  extra-city  branches  while  187  operated  home-city 
branches.     The  extra-city  activities  of  banks  as  a  whole  had  at- 
tracted little  attention,  but  the  development  in  California 
gave  rise  to  considerable  controversy  that  finally  culminated 
Reference  53;  p  933.  -15- 
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in  the  McFadden  bill  which  we  are  to  discuss. 

(1)    Branch  hanking  in  small  Southern  towns. 

It  is  interesting  to  note  that  branch  banking  as  we  now  know 

it,  originated  with  the  small  banks  and  many  of  them  are  in  the 

1 

southern  States.      The  banking  institutions  in  our  larger  Eastern 
cities  have  no  outside  branches.     Of  course,  they  are  now  prohib- 
ited by  statute  yet  when  there  were  no  such  restrictions,  they  did 
not  go  outside  the  home-city.     In  December  19E4,  of  the  310  banks 
(2  not  reporting)  having  branches  outside  of  the  home  city;  118 
had  resources  less  than  |l, 000, 000  each;  145  had  resources  less 
than  $10,000,000  and  the  remainder  or  only  45,  had  resources  each 
of  more  than  |10,000,000.     Uearly  all  of  these  banks  were  located 
in  the  following  Southern  States:  Uorth  Carolina  38;  Georgia  16; 
Maryland  15;  South  Carolina,  5;  Tennessee,  15;  Virginia,  19; 

Louisiana,  26;  Mississippi,  10;  Alabama,  5;  New  Jersey,  9;  Maine, 

2 

23;  and  California,  63.        These  banks  operated  about  800  branches. 
The  proof  that  banks  having  branches  outside  of  the  home  city  have 
been  for  the  most  part  those  in  the  smaller  rather  than  the  larger 
communities  is  brought  out  by  the  following  data  relating  to  the 
310  banks  having  extra-city  branches:  43  are  located  in  cities  hav- 
ing a  population  above  100,000;  129  in  towns  of  less  than  2500  and 
27  in  villages  of  less  than  500  inhabitants.     Of  the  800  extra-city 
branches  in  the  entire  United  States,  more  than  half,  or  490,  are 

in  towns  of  populations  under  2500  and  only  80  in  cities  of  more 

3 

than  25,000  population. 
1 

Reference  49;  p  18. 

2 

Reference  49;  p  19. 

3 

Reference  49;  p  20. 
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Although  the  development  of  hranch  banking  in  the  smaller 
towns  has  been  greater  from  the  standpoint  of  numbers  than  in  the 
larger  communities  such  development  has  attracted  no  particular 
attention.     The  total  resources  of  these  banks  have  been  compar- 
atively insignificant  and  their  influence  has  been  only  local. 

The  development  of  branch  banking  in  California,  however, 
has  been  at  the  bottom  of  the  agitation  about  branch  banking  in 
recent  years  in  the  United  States.     What  has  been  done  there  not 
only  disturbed  the  minds  of  unit  bankers  of  that    State  but  brought 
the  entire  banking  fraternity  face  to  face  with  the  issue  of  what 
might  happen  elsewhere,  especially  in  those  States  already  having 
legislation  fostering  a  policy  favorable  to  that  form  of  banking. 
This  development  is  brought  out  in  detail  in  the  next  section. 

(2)    Branch  banking  in  California: 

California  is  one  of  the  17  States  in  which  State-wide  branch 

1 

banking  is  permitted,  that  considerable  development    has  taken  place. 
In  that  State  approximately  two-thirds  of  its  banking  resources 
are  with  banks  having  branches.     The  situation  in  California  appears 
to  be  the  exception  rather  than  the  rule  in  regard  to  States  per- 
mitting State -wide  branch  banking.     With  the  exception  of  Rhode 
Island,  it  is  the  only  State  in  the  State-wide  category  in  which 
the  resources  of  banks  operating  branches  exceed  the  banks  not 
operating  branches. 

Although  the  percentage  of  resources  appears  higher,  even 

1 

See  Table  III. 

2 

See  Table  II. 


in  California,  where  branch  banking  has  heen  developed  more  than 

in  any  other  State,  in  June  1924,  there  were  576  independent  unit 

hanks  and  99  hanks  operating  branches.     Of  the  576  independent 

hanks,  326  operated  under  State  charters  imposing  no  restrictions 

1 

and  250  were  national  hanks. 

The  predominance  of  California  in  the  branch  banking  field 

over  other  States  is  apparent  when  it  is  considered  that  of  the 

681  banks  operating  branches  in  1924,  99  were  located  in  that  State. 

Also  of  the  2233  branches  in  operation  over  the  entire  country  in 

2 

June  1924,  536  were  in  that  State  alone.       The  Bank  of  Italy  chartered 

and  doing  business  in  California,  operated  88  branches  in  June  1924 

3 

and  was  the  largest  single  system  in  the  United  States.        The  next 

largest  system  was  located  in  New  York  City  with  57  branches. 

The  Bank  of  Italy  is  by  far  the  largest  system  in  California. 

More  than  half  of  the  banks  operating  branch  banks  in  that  State 

(53  out  of  99)  operated  one  branch  only  and  13  of  the  remaining  46 

4 

operated  5  or  more. 

Aa  a  whole,  California  stands  out  as  the  one  State  in  which 
branch  banking  particularly  that  of  the  extra-city  branch  has  had 
the  greatest  development  in  the  United  States. 

Most  of  this  development  has  been  since  1920  although  the 
State  permitted  State-wide  branch  banking  since  1909. 

The  development  there  received  serious  attention  of  the 
Superintendent  of  Banks  who  promulgated  what  was  called  the  de  novo 
1 

Reference  53;  pp  929  and  930. 

E 

Reference  53;  p  930. 

3 

^by^April^l927^)^^°^^^^^^  "^^^^  ^"^^ 

4 

Reference  53;  p  930. 
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rule  designed  to  restrict  branch  banking.     And  in  19ES  the  Cali- 
fornia League  of  Independent  Banks  was  organized  to  secure  legis- 
lation to  check  the  spread  of  branch  banking.     While  its  efforts 
were  not  successful  at  first,  it  continued  to  work  for  the  inter- 
ests of  the  independent  bank.     Also  through  the  influence  brought 
to  bear  by  representatives  of  a  national  association  called 
Association  Opposed  to  Branch  Banking,  public  attention  in  the 
Middle  West,  New  England  and  the  South  was  attracted  to  the  branch 
banking  question. 

These  organizations  had  so  stirred  up  agitation  against  branch 
banking  that  when  the  American  Banker's  Association  met  in  its 
annual  convention  in  192E,  opponents  of  branch  banking  secured  the 
adoption  of  a  resolution  which  put  the  association  on  record  as 
disapproving  and  opposing  branch  banking  in  any  form. 

The  Convention  in  1924  adopted  a  resolution  which  endorsed 
the  then  proposed  McFadden  National  Bank  Bill  which  would  give 
national  banks  the  right  to  have  branches  in  cities  where  State 
laws  permitted  State  banks  to  have  them,  but  prohibited  further 
extension  of  outside  branches  to  State  banks  in  the  Federal  Re- 
serve System  and  preserved  the  status  quo  of  banking  legislation 
already  prohibiting  branch  banking  in  the  various  States. 
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With  the  passage  of  the  McPadden  Bill  in  1927,  State-wide 
branch  hanking  in  the  Federal  Reserve  System  had  been  curtailed. 
The  largest  system,  the  Bank  of  Italy,  which  showed  total  re- 
sources of  $423,000,000  on  December  30,  1925  would  as  a  member  of 
the  Federal  Reserve  System  be  prohibited  from  adding  to  its  list 
of  extra-city  branches.     But  rather  than  withdraw  from  the  Federal 
Reserve  System  in  order  to  establish  more  branches  under  its  State 
charter,  it  applied  for  a  national  charter  a  few  days  after  the 
passage  of  the  McFadden  Bill  and  such  a  charter  was  subsequently 
granted,  thereby  bringing  the  largest  system  of  branch  banks  into 
the  national  system. 

(3)    State-wide  branch  banking: 

On  December  30,  1925,  11  States  permitted  State-wide  branches. 

Even  in  these  States,  however ,  where  no  restrictions  have  been  in 

force,  the  extent  of  branch  banking  has  not  been  very  marked. 

Wyoming,  for  example,  having  116  banks  in  June  1924,  operated  no 

branch  banks.     In  New  Hampshire  only  one  bank  operated  branches 

1 

out  of  80  and  in  Georgia,  23  out  of  569. 

California,  of  course,  has  been  the  outstanding  State  in 
the  whole  branch  banking  question.     The  situation  became  so  tense 
there  that  not  only  the  State  banking  authorities,  but  associations 
of  independent  unit  bankers  publicly  denounced  the  policy.  The 
development  was  comparatively  recent,  and  for  the  most  part  attri- 
butable to  one  banking  organization. 

1 

Reference  69;  p  406 
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3.    Branch  banking  laws: 

(a)    State  laws  affecting  State  banks  and  trust  companies: 

Each  State  has  its  own  banking  lews  which  apply  to  the 
operating  policies  of  State  banks  and  trust  companies  as  well  as 
to  their  control  and  supervision.     This  is  contrary  to  the  method 
in  foreign  countries  where  the  mattey  of  formulating  operating 
policies  is    left  to  the  bank's  board  of  directors. 

It  will  be  readily  seen,  therefore,  that  such  a  situation  as 
this  would  in  itself  make  it  a  difficult  problem  to  establish  any- 
thing near  approximating  a  nation-wide  branch  system. 

In  this  particular  study  it  would  be  only  logical  to  determine 

the  attitude  of  the  States  in  reference  to  branch  banking. 
1,2,3, 

A  survey    of  the  existing  laws  fup  to  and  including  May  1927) 

suggests  the  followir,g  comprehensive  classification: 

States  allowing  branch  banking  on  State-wide  basis 
States  allowing  branch  banking  in  some  form 
States  prohibiting  branch  banking 

States  making  no  provision  for  branch  banking  one  way 
or  the  other 

The  States  (9  in  all)  allowing  State-wide  branches  are 
listed  below  and  the  law  authorizing  branch  banking  is  cited  in 
each  case,  as  follows: 

Arizona:     "The  law  provides  that  branches  may  be  established 
if  the  consent  of  the  Superintendent  of  Banks  is  obtained. 
He  may  give  his  consent  if  the  public  convenience  and  ad- 
vantage will  be  promoted  by  the  opening  of  a  branch  and  if 
it  has  the  capital  required  by  the  act  and  may  withhold  such 
consent  if  he  is  satisfied  that  the  opening  of  such  branch 

1  2 

Reference  61;  pp  182  -  7  Reference  69;  p  401 

3 

Reference  74;  pp  315,  316 
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office  Is  undesirable  or  inexpedient."  (Banking  laws  of  1922, 
p  17,  section  21;  Special  Session  Laws  of  1922,  Ch  31,  sec  21 
p  131) 

California:  "Ho  "bank  in  this  State,  or  any  officer  or  director 
thereof,  shall  hereafter  open  or  keep  an  office  other  than 
its  principal  place  of  business  without  first  obtaining  the 
written  approval  of  the  Superintendent  of  Banks  to  the 
opening  of  such  branch  office,  which  written  approval  may 
be  given  or  withheld  in  his  discretion  and  shall  not  be 
given  by  him  until  he  has  ascertained  to  his  satisfaction 
that  the  public  convenience  and  advantage  will  be  prorooted 
by  the  opening  of  such  branch  office."  (Bank  Act,  1923, 
Sec.  9). 

Delaware:  "Uo  bank  or  trust  company  shall  open  any  branch 
office  or  place  of  business  in  this  State  unless  author- 
ized so  to  do  by  the  certification  of  the  State  bank 
commissioner."  (Banking  Laws,  1921,  p  15,  Sec  4;  Laws  of 
Delaware,  1921,  p  288,  Ch.  103,  Section  4). 

aeorgia:     "Banks  whose  capital  has  been  fully  paid  in  and  is 
unimpaired  may  establish  branches  in  the  cities  in  which 
they  are  located  or  elsewhere,  after  having  first  obtained 
the  written  approval  of  the  Superintendent  of  Banks,  which 
approval  may  be  given  or  withheld  by  the  Superintendent 
in  his  discretion,  and  shall  not  be  given  until  he  shall 
have  ascertained  to  his  satisfaction  that  the  public  con- 
venience and  advantage  will  be  promoted  by  the  opening  of 
such  branch."     (Banking  Laws  1920,  Section  3;  Bank  Act  1919, 
Art  1  Sec  3). 
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North  Carolina:  "Any  bank  doing  business  under  this  Act 
may  establish  branches  in  the  cities  in  which  they  are 
located,  or  elsewhere,  after  having  first  obtained  the 
written  approval  of  the  Corporation  Commission  which 
approval  may  be  given  or  withheld  by  the  Corporation 
Commission  and  shall  not  be  given  until  it  shall  have 
ascertained  to  its  satisfaction  that  the  public  convenience 
and  advantage  will  be  promoted  by  the  opening  of  such 
branch."  (Banking  Laws,  19E1,  section  43). 

Rhode  Island:  "Any  bank  or  trust  company  may  establish  a 
branch  or  branches  within  this  State  at  any  other  place 
than  its  principal  place  of  business  upon  obtaining  the 
consent  of  the  Board  of  Bank  Incorporation  thereto." 
(Banking  Laws  19EE,  Ch  EE9 ,  Section  9;  General  Laws  of 
Rhode  Island  1909,  Ch  2S9 ,  Section  9). 

South  Carolina:     "All  banks  or  institutions  engaged  in  the 
banking  business  in  this  State  that  maintain  or  operate  a 
branch  bank  or  an  office  for  business  other  than  its 
regular  or  home  office,  shall  cause  to  be  published  state- 
ments of  the  assets  and  liabilities  of  such  branch  bank 
or  office  in  the  county  wherein  such  branch  bank  or  office 
is  located,  the  same  as  the  other  banks  or  banking  insti- 
tutions." (Banking  Laws,  1923,  Section  78;  Code  of  19E2, 
Section  3989  ) . 

Virginia:   "No  bank  or  trust  company  heretofore  or  hereafter 
incorporated    under  the  laws  of  this  State  shall  be  author- 
ized to  engage  in  business  in  more  than  one  place,  except 
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that  in  its  discretion,  the  State  Corporation  Commission 
may  authorize  banks  having  a  paid-up  and  unimpaired  capital 
of  $25,000  or  over  to  establish  branches."     (Banking  Laws, 
1922,  Section  4101:  Code  of  1919,  section  4101). 
Wyoming:  "It  shall  be  lawful  for  any  number  of  persons  not 

less  than  five  in  any  case  to  associate  themselves  together 
and  form  companies  for  the  purpose  of  carrying  on  a 
general  banking,  savings  bank,  and  loan  and  trust  business 
in  such  place  or  places  in  this  State  as  shall  be  desig- 
nated in  their  articles  of  association,  subject,  however, 
to  the  contingencies,  restrictions,  conditions  and  liabil- 
ities prescribed  in  this  chapter."     (Banking  Laws,  1921, 
Section  5135). 

The  following  States  (12  in  number)  allow  branch  banking  in 
some  form  and  the  laws  pertaining  thereto  are  noted  in  each  case: 

Louisiana:     "Every  increase  or  decrease,  modification,  alter- 
ation, or  addition  to  the  capital  or  of  the  number  of  the 
shares,  shall  be  submitted  to  a  general  meeting  of  the 
stockholders,  held  after  thirty  days'  notice  by  publication 
and  by  mail,  and  shall  be  approved  by  two-thirds  of  the 
amount  of  the  capitel  stock;  and  shall  be  executed,  record- 
ed and  published  as  provided  for^the  original  articles, 
which  shall  provide  for  the  location  in  the  parish  or 
domicile  of  any  banking  association  of  not  more  than  two 
branch  offices."  (Banking  Laws  1923,  p  5  Section  7; 
Wolf's  Const,  and  Stats,  of  Louisiana,  1920,  p  116,  Sec  7). 
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Maine:     "No  trust  company  now  or  hereafter  organized  shall 
establish  a  branch  or  agency  until  it  shall  have  received 
a  warrant  so  to  do  from  the  bank  commissioner,  who  shall 
issue  such  warrant  only  when  satisfied  that  public  conven- 
ience and  advantage  shall  be  promoted  by  the  establishment 

of  such  branch  or  agency,   no  trust  company  shall  be 

permitted  to  establish  a  branch  or  agency  except  in  its 
own  or  adjoining  country."     (Maine  Laws,  1923,  Ch  144, 
Section  88;  Banking  Laws,  1923,  Section  88). 

Maryland:     "The  laws  of  Maryland  provide  for  the  capital  of 
branches  established  by  banks  and  trust  companies  and 
therefore  impliedly  authorize  the  establishment  of  such 
branches.     No  bank  or  trust  company  shall  establish  a 
branch  in  the  city,  town  or  village  in  which  the  parent 
bank  or  trust  company  is  located  unless  such  parent  bank 
or  trust  company  has  the  capital  required  by  the  Act. 
(Bagby's  Annotated  Code,  1911,  Act  11,  Section  20  and  42, 
as  amended  by  the  acts  of  1924,  Ch  266). 

Massachusetts:     "The  Board  of  Bank  Incorporation  may  author- 
ize in  writing  any  such  corporation  to  maintain  not  more 
than  one  branch  office,  which  shall  be  in  the  town  where 
its  main  office  is  located, 

"Ho  such  corporation  shall  maintain  a  branch 
office  except  as  provided  in  this  and  the  two  following 
sections,  but  the  restriction  of  this  section  shall  not 
extend  to  branch  offices  authorized  prior  to  April  29, 
1902.     (Trust  Company  Laws  1923,  p  23,  Sec  45;  Gen  Laws 
1921,  Ch  172,  section  45). 
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"Any  office  of  a  trust  company,  the  "business 
of  which  has  been  taken  over  under  Section  44  by,  or  any 
office  of  a  national  "bank  purchased  by  or  merged  in,  a 
trust  company  located  in  the  same  town,  may  be  maintained 
as  a  branch  office  of  such  corporation,  if  in  the  opinion 
of  the  commissioner  public  convenience  will  be  served 
thereby."     (Trust  Company  Laws,  19E3,  p  26,  Sec  46; 
General  Laws,  1921,  Ch  172,  Sec  46). 

Michigan:     "To  establish  branches  or  places  of  business 

within  the  city  or  village  in  which  its  principal  office 
is  located,  but  not  elsewhere."     (Banking  Laws  1923, 
p  48,  Section  4;  Compiled  Michigan  Laws,  Supplement, 
1922,  Section  8032  ( 6) . ) 

Mississippi:     "The  creation  or  organization  of  any  branch 

bank  in  this  State  shall  be  and  the  same  is  prohibited  and 
forbidden,  and  no  branch  bank  shall  be  hereafter  establish- 
ed in  this  State,  and  no  parent  bank  chartered  under  the 
laws  of  this  State  shall  establish  any  branch  bank  either 
within  or  without  the  State:     Provided,  however,  That 
when  the  Superintendent  of  Banks  shall  believe  the  con- 
veiience  and  interest  of  the  public  will  be  served  he 
may  permit  banks  in  cities  of  not  less  than  ten  thousand 
population  to  establish  branch  offices  within  the  corpor- 
ate limits  of  the  city  where  the  bank  is  domiciled,  and 
such  office  shall  not  be  considered  a  branch  bank  within 
the  meaning  of  Section  261,  Code  of  Mississippi  of  1906. 
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But  an  established  bank  or  branch  bank  may  with  the 
consent  of  the  Superintendent  of  Banks  be  removed  from 
one  municipality  to  any  other  municipality."  (Banking 
Laws  passed  1924,  p  14,  House  Bill  574;  Laws  of  Mississippi, 
1924,  p  226. ) 

Hew  Jersey:     Banks  and  trust  companies  are  authorized  to 
establish  home-city  branches,  subject  to  the  approval 
of  the  State  Commissioner,  provided  the  national  banking 
associations  in  New  Jersey  shall  at  the  time  be  per- 
mitted by  Act  of  Congress  to  establish  branches.  Prior 
to  the  enactment  of  this  Statute  no  provisions  in  Hew 
Jersey  laws  expressly  permitted  or  prohibited  branch 
banking  and  therefore  these  provisions  do  not  apply  to 
banks  already  established. 
Hew  York:     "Ho  bank,  or  any  officer  or  director  thereof 
shall  transact  its  usual  business  of  banking  at  any  place 
other  than  its  principal  place  of  business  except  that  a 
bank  in    a    city  which  has  a  population  of  more  than 
50,000  may  open  and  occupy  in  such  city  one  or  more 
branch  offices  for  the  receipt  and  payment  of  deposits  and 
for  making  loans  and  discounts  to  customers  of  such 
respective  branch  offices  only  provided  that  before  any 
such  branch  or  branches  shall  be  opened  or  occupied: 

"1.     The  Superintendent  shall  have  given  his 
written  approval  as  provided  in  Section  51  of  this 
chapter ; 

"2.     The  actual  paid-in  capital  of  such  bank 
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shall  exceed  by  the  sum  of  flOO.OOO  the  amount  required  by 
Section  100  of  this  article  for  each  branch  opened  since 
the  twenty-seventh  day  of  April,  nineteen  hundred  eight; 
and  by  the  sum  of  |50,000  of  each  branch  opened  previous 
to  said  date  and  hereafter  maintained."     (Morgan  and 
Parkers,  Hew  York  Banking  Laws,  1923,  Sec  110). 

Ohio:     "No  branch  bank  shall  be  established  until  the  con- 
sent and  the  approval  of  the  Superintendent  of  Banks  has 
been  first  obtained,  and  no  bank  shall  establish  a  branch 
bank  in  any  place  other  than  that  designated  in  its 
articles  of  incorporation  except  in  a  village  or  city  con- 
tiguous thereto.     If  such  consent  and  approval  is  refused 
an  appeal  may  be  taken  therefrom  in  the  same  manner  as  is 
provided  in  section  45  of  this  act."     (Banking  Laws, 
1923,  Section  710-73). 

Pennsylvania:     "Be  it  enacted,  etc:     That  any  bank  of  dis- 
count or  deposit  already  incorporated  or  hereafter  formed, 
is  hereby  authorized  to  establish  and  maintain  in  the 
city,  borough  or  township  in  which  its  principal  place  of 
business  is  located,  one  or  more  sub-offices  or  sub- 
sgencies,  for  the  purpose  only,  however,  of  receiving  and 
paying  out  moneys;  and  provided,  that  a  full  report  of 
the  operations  of  each  day  is  made  at  the  close  thereof  to 
the  principal  place  of  business  and  that  the  assets  of 
the  bank  in  its  sub-offices  or  sub-agencies  are  transferred 
to  the  main  office  of  the  bank  on  or  before  the  close  of 
each  business  day.     This  Act  does  not  authorize  the  estab- 
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lishraent  or  maintenance  of  branch  offices  or  agencies  for 
the  transaction  of  the  general  business  of  any  corporation 
formed  under  the  Act  to  which  this  is  a  supplement." 
(Act  July  28,  1917;  Laws  1917,  p  1E35)  Eote:   There  appears 
to  be  controversy  over  the  interpretation  of  this  Statute 
but  in  the  opinion  of  the  Attorney  General,  trust  companies 
are  permitted  to  establish  additional  offices. 
Tennessee:     "Any  principal  bank  must  pay  out"  the  notes  made 
payable  at  its  branches,  but  such  bank  notes  shall  by  law 
be  also  payable  at  the  counter  of  the  principal  bank." 
(Shannon's  Code  1917,  Section  3224.)    Hote:     In  1925 
an  Act  was  passed  prohibiting  banks  outside  the  county  in 
which  the  parent  bank  is  located. 
West  Virginia:     "The  corporation  laws  of  West  Virginia  pro- 
vide for  the  incorporation  of  banks  of  issue  and  circu- 
lation and  of  discount  and  deposit  and  for  the  savings 
institutions  and  also  provide  that  any  corporation  may 
have  offices  at  any  other  place  than  at  the  place  of  its 
principal  office;  cooperative  banking  associations  and 
trust  companies  are  also  made  subject  to  the  above  laws. 
The  law  also  provides  that  "If  a  suit  against  a  bank  of  : 
circulation  be  brought  in  a  county  where  it  has  a  branch, 
service  on  the  president  or  cashier  of  the  bank  is 
sufficient."  (Barnes  1923,  Code,  Chapter  54). 
Branch  banking  is  prohibited  in  the  following  States  (17 
in  number)  and  the  statutes  in  each  case  are  noted.  Branches 
in  existence  before  the  passage  of  the  respective  laws,  of  course, 
were  allowed  to  continue: 


Alabama:     "Prom  and  after  the  passage  of  this  act  no  hank 
or  any  officer,  agent,  or  director  thereof  shall  he  per- 
mitted to  establish  a  branch  or  office  for  the  transaction 
of  the  banking  business  other  than  its  principal  place 
of  business."     (Banking  laws  of  Alabama,  192E,  Section  28; 
Section  Laws  1911,  p  77,  Section  E8). 

Arkansas:     "The  return  of  which  paid  copi^  (certificate  of 
incorporation)  so  endorsed  and  the  filing  of  the  same  for 
record  with  the  county  clerk  of  the  county  in  which  the 
said  institution  is  located,  shall  authorize  it  to  pro- 
ceed with  its  business,  but  with  only  one  office  for  the 
transaction  thereof  in  only  the  one  town,  or  city  as  to 
which  the  application  has  been  made."     (Section  13  of 
Act  113  of  the  Acts  of  1913,  as  amended  by  the  act  approved 
March  23,  1923;  Act  of  Arkansas,  1923,  p  519). 

Colorado:     "Every  bank  shall  be  conducted  at  a  single  place  of 
business,  and  no  branch  thereof  shall  be  maintained  else- 
where."    (Banking  Laws  1923,  Section  48;  Compiled  Laws 
1921,  Section  2703). 

Connecticut:     "No  State  bank  or  trust  company  shall  make  any 
loan  or  discount  on  a  pledge  of  its  own  stock,  and  no  State 
bank,  trust  company,  mutual  savings  bank  or  building  and 
loan  association  shall  establish  any  branch  office  or 
agency  thereof,  or  employ  any  agent  or  person  to  make  loans 
or  discounts  at  any  other  place  than  its  banking  house." 
(Banking  Laws  1923,  p  15,  Sec  3920;  Gen  Stat  of  1918,  Sec 
3920  as  amended  by  Chapter  10.  Bank  Act  1923,  p  3481). 
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Florida:     "That  the  place  of  business  of  each  hanking  company 
shall  he  in  the  city  or  town  specified  in  its  charter,  and 
the  usual  business  of  any  such  banking  company  shall  be 
transacted  at  an  office  or  banking  house  located  in  the 
city  or  town  so  specified  and  not  elsewhere."  (Banking 
Laws,  1921,  Section  4139;  Fla.  Rev.  Gen  Stats.  1920,  Sec 
4139 ) . 

Idaho:     "No  banking  corporation  or  trust  company  shall  main- 
tain any  branch  office,  receive  deposits  or  pay  checks, 
except  over  the  counter  of  and  in  its  own  banking  house. 
And,  provided.  That  nothing  in  this  section  shall  prohibit 
ordinary  clearing-house  transactions  between  banks. 

"Corporations  created  under  the  terms  of  this  chapter 
shall  not  be  authorized  to  engage  in  the  business  at  more 
than  one  place,  which  shall  be  designated  in  their  charters." 
(Banking  Laws  1919,  Section  5244;  Idaho  Corporation  Stat. 
1919,  Section  5244). 

Illinois:     "By  act  approved  June  23,  1923,  the  Illinois 
Legislature  prohibited  branch  banking,  subject  to  the 
approval  by  the  people  at  general  election  in  1924;  and 
at  the  general  election  the  act  was  approved."  (Smith- 
Hurd  111.  Rev.   Stat,  p  108). 

Indiana:     "That  it  shall  be  unlawful  for  any  person,  firm 
or  corporation  engaged  in  the  business  of  operating  a  State 
bank,  private  bank,  savings  bank,  or  loan,  trust,  or  safe 
deposit  company  to  open  or  establish  a  branch  bank  or 
branch  office;  Provided,  that  the  provisions  of  this  section 
shall  not  apply  to  branch  banks  or  branch  offices  for  which 
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charters  have  heretofore  been  granted."     (Banking  Laws, 
1921,  p  1E4;  Session  Laws,  1921,  Ch  141,  p  367.) 

Minnesota:     "No  bank  or  trust  company  organized  under  the 
laws  of  this  State  shall  maintain  a  branch  bank  or  receive 
deposits  or  pay  checks  within  this  State  except  at  its 
own  banking  house,  and  the  Superintendent  of  Banks  shall 
take  possession  of  and  liquidate  the  business  and  affairs 
of  any  State  brnk  or  trust  company  violating  the  provisions 
of  the  act  in  the  manner  prescribed  by  law  for  the  liqui- 
dation of  insolvent  State  banks  and  trust  companies." 
(Banking  Laws,  1923,  p  31;  session  laws  1923,  Ch  170,  p  194) 

Missouri:     "Provided,  however,  that  no  bank  shall  maintain 
in  this  State  a  branch  bank  or  receive  deposits  or  pay 
checks  except  in  its  own  banking  house."     (Banking  laws, 
1919,  section  11737.    Revised  Stat,  of  Missouri  1919, 
section  11737,  p  3674). 

Nevada:  "No  bank  in  this  State  shall  hereafter  open  or  main- 
tain any  branch  bank  or  office."     (Banking  Laws,  1915, 
section  8;  Revised  Laws,  Nevada,  1912,  section  623.) 

New  Mexico:  "Every  bank  shall  be  conducted  at  a  single  place 
of  business  and  no  branch  thereof  shall  be  maintained  else- 
where." (Banking  Laws  1923,  Section  47:  Session  Laws  1915, 
Ch  67,  Section  47. ) 

Oregon:     "No  bank  in  this  State,  or  any  officer  or  director 
thereof  shall  open  or  maintain  any  branch  bank  or  receive 
deposits  or  pay  checks  other  than  at  its  principal  place  of 
business."     (Banking  Laws  1921;  section  36;  section  6211. 
Oregon  Laws  as  amended  by  Ch  294,  p  546,  General  Laws  1921.) 
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Texas:     Branches  are  prohilDited  by  the  Texas  Constitution. 
(Consti.  Act  XVI,  section  16. )  , 

Utah:     "The  "business  of  every  "banking  institution  shall  he 
conducted  only  at  its  banking  house,  and  no  hank  in  this 
State  or  any  loan,  trust  or  guaranty  company  or  trust 
company  conducting  a  hanking  business  or  any  officer,  di- 
rector, or  agent  thereof,  shall  operate,  establish  or  main- 
tain any  branch  bank  or  office,  and  shall  receive  deposits 
and  pay  checks  only  at  its  banking  house."     (Banking  Laws, 
1925,  section  1005;  Corp  Laws  Utah,  1917,  section  1005. ) 

Washington:     "Nor  shall  any  bank  or  trust  company  establish 
any  branch."     (Banking  Laws  1921,  section  28;  session  laws, 
1919,  Chapter  209,  section  7.) 

Wisconsin:     "No  bank  shall  establish  more  than  one  office  of 
deposit  and  discount  or  establish  branch  offices  or  branch 
banks,  provided  that  this  prohibition  shall  not  apply  to 
any  branch  office  or  bank  established  prior  to  May  14,  1909." 
(Banking  Laws,  1922,  p  36,  session  61  (f );  Wis.  Stat.  1921, 
Ch  555,  Section  2024-9.  ) 

The  following  States  (10  in  number)  make  no  provision  for 
the  establishment  of  branch  banks: 


Iowa 

Kansas 

Kentucky 

Montana 

Nebraska 


New  Hampshire 
North  Dakota 
South  Dakota 
Vermont 


Oklahoma 
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(b)    Federal  laws  affecting  national  banks: 

National  banks  were  established  by  the  National  Bank  Act 
passed  in  1863  for  the  purpose  of  financing  the  Union  Government 
during  the  Civil  War.     Under  this  Act,  branch  banks  were  prohib- 
ited and  until  recently  it  was  held  that  even  "teller's  offices" 
were  denied  national  banks.     Section  5190  of  the  Act  over  which 
considerable  discussion  arose  reads  as  follows:     "The  usual 
business  of  each  national  banking  association  shall  be  transacted 
at  an  office  or  banking  house  located  in  the  place  specified  in 
its  organization  certificate." 

By  amendment  to  the  National  Bank  Act  in  1865,  State  banks 
were  authorized  to  convert  into      national  banks  and  be  permitted 
to  retain  any  branches  they  might  have.     This  law  accounts  for  the 
number  of  national  bank  branches  that  existed  prior  to  the  enact- 
ment of  the  McFadden  bill. 

While  a  number  of  State  banks  applied  for  and  were  granted 
national  bank  charters,  only  four  State  banks  with  branches  out- 
side of  the  home  city  have  converted  to  the  national  banking 
Si' stem  since  1865.     One  of  these  national  banks  has  eight  outside 
branches;  two  others  have  only  one  outside  branch  each  and  the 
fourth  has  three  branches  in  two  different  States  outside  the 
State  of  the  parent  bank.     These  latter  banks  were  pioneer  branches 
of  a  British  bank  operating  on  the  Pacific  Coast  and  this  accounts 

for  a  situation  that  could  not  come  about  under  the  present  legal 
1 

system. 

Branches  of  national  banks  may  come  about  in  this  way  and 
also  by  consolidating.     Under  the  National  Bank  Consolidation  Act 
Reference  49;  pp  43,44. 
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of  November  7,  1918,  two  or  more  national  "banks  in  the  same  county 
may  consolidate  into  a  single  bank  under  the  charter  of  any  of  the 
consolidating  banks.     The  law  further  provides  that  the  consolidated 
bank  be  permitted  to  enjoy  "all  the  rights  of  property,  franchises, 
and  interests  in  the  same  manner  and  to  the  same  extent  as  was  held 
and  enjoyed"  by  all  the  other  banks  which  entered  the  consolidation. 
By  this  authority,  the  new  bank  in  holding  the  old  locations  estab- 
lishes branches.     Also  under  this  law  all  branches  formerly  con- 
ducted by  the  constituent  banks  can  be  retained  as  branches  of  the 
consolidation. 

Just  before  the  enactment  of  the  Tf^cFadden  National  Bank  Bill 
there  v^^ere  103  statutory  branches  of  national  banks;  66  as  the 
result  of  national  bank  mergers  and  37  as  the  result  of  State 
banks  converting  to  national  banks.     Of  15  States  with  statutory- 
branches,  lew  York  led  with  44  such  branches  and  Massachusetts 
was  second  with  17.  ' 

It  is  interesting  to  note  that  in  order  to  meet  to  some 
extent  the  growing  competition  of  State  banks,  that  Comptroller 
Crissinger  in  19E2  permitted  national  banks  to  establish  agencies 
or  additional  offices  in  those  cities  where  State  banks  already  had 
that  privilege.     About  97  permits  were  granted  national  banks  to 
establish  additional  offices  from  June  13,  192E  to  April  30, 
1923  by  Comptroller  Crissinger."^    This  action  was  upheld  by  Attorney- 
General  Daugherty  in  October  1923,  but  the  right  to  establish  a 
branch  for  doing  a  general  banking  business  was  denied.     In  view 
of  the  fact  that  national  banks  are  allowed  additional  offices 

only  where  State  banks  are  given  the  same  privilege,  the  regulation 
1 

Reference  49;  p  53. 
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was  regarded  as  an  emergency  measure  "designed  rather  to  protect  ^ 
national  banks  from  the  inroads  of  competition  from  State  hanks". 

Section  7  of  the  regulations  issued  hy  Comptroller  Dawes  on 
October  26,  1923  in  regard  to  establishing  additional  offices  of 
national  banks,  following  Attorney-Greneral  Daugherty's  decision, 
defines  the  operation  of  such  offices  "to  receive  deposits,  make 
payment  of  checks  and  do  such  other  routine  or  administrative 
functions  as  may  be  approved  by  the  Comptroller".     Up  to  December 
1,  1925  there  were  256  such  offices  permitted.     This  measure  did 
not  of  course  give  permission  to  the  banks  to  conduct  a  general 
banking  business  at  the  offices  created  under  it  and  therefore 
relieved  only  in  part  the  tension  set  up  by  the  State-bank  com- 
petition. 

In  the  Comptroller  of  the  Currency's  reports  for  1923,  1924, 
1925  and  1926,  it  was  pointed  out  in  no  uncertain  terras  how  the 
national  banks  were  losing  ground  as  compared  with  State  banks 
and  legislation  was  recommended  to  overcome  this  evil.     In  the 
report  of  1924,  the  following  paragraph  clearly  sums  up  the  • 
Comptroller's  attitude:  "It  is  my  deliberate  opinion  that  if  the 
general  extension  of  branch  banking  is  not  curbed  within  the  Fed- 
eral Reserve  System  on  the  one  hand,  and  if  the  national  banks 
are  not  permitted  equality  .within  city  limits  on  the  other  hand, 
defections  from  the  national  banking  system  will  take  place  within 
ft  very  few  years  to  such  an  extent  as  to  reduce  the  national  bank- 
ing system  to  the  position  of  an  unimportant  factor  in  the  nation's 
financial  situation." 
1 

Reference  49;  p  56 

E 

Reference  50;  p  6 
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These  recommendations  were  carried  out  into  law  in  the  McFadden 
National  Bank  Bill  passed  in  February  1927  which  will  be  discussed 
in  a  later  section. 

4.      Discussion  of  the  question  of  branch  banking: 
(a)    Position  of  national  banks  vs.  State  banks: 
It  is  patently  evident  that  while  the  laws  as  between  State 
and  national  banks  differ  greatly,  the  laws  of  the  various  States 
differ  all  the  way  from  prohibiting  branches  altogether  to  allow- 
ing branches  with  restrictions  as  to  numbers.     In  any  event,  how- 
ever, whatever  the  particular  law  of  a  given  State  is,  its  mandates 
are  arbitrary  and  the  same,  of  course,  is  true  with  the  Federal 
laws  governing  the  national  banks.     Under  these  conditions  we 
are  confronted  with  the  situation  of  two  types  of  institutions 
different  in  name  but  endeavoring  to  serve  society  in  the  same  way 
yet  one  or  the  other  finding  itself  decidedly  handicapped  by  law 
from  competing  on  an  equal  basis  with  the  other.     With  the  passage 
of  the  McFadden  Bill  some  of  these  inequalities  will  tend  to  be 
less  pronounced. 

With  the  post-war  expansion  in  this  country  and  the  added 
impetus  given  the  question  because  of  branch  banking  development, 
the  question  of  equality  in  the  matter  of  branches  for  national 

and  State  banks  has  come  up  for  considerable  discussion. 

1 

In  an  article  on  the  subject  by  J.  M.  Head  as  the  result  of 
an  interview  with  George  S.  Roberts  of  the  National  City  Bank  of 
New  York,  the  following  questions  are  asked:  "Is  the  national 
bank,  as  the  dominant  factor  in  American  banking  threatened  with 
extinction?"  "Are  the  restrictions  which  are  thrown  around  the 
national  banks  serving  to  make  the  State  banks  grow  stronger  and 
^  Reference  26  ;  p  -37. 


more  powerful?"    Mr.  Roberts  states  that  the  national  hank,  con- 
trary to  its  name,  is  the  most  local  of  all  hanking  institutions 
and  its  powers  are  far  more  limited  than  the  average  State  bank. 
He  further  states  that  "The  thing  which  is  doing  more  than  any 
other  one  thing  to  drive  banks  into  organizing  under  State  laws 
is  the  fact  that  under  such  laws  banks  generally  have  the  right  to 
establish  branches." 

1 

The  Comptroller  of  the  Currency  in  his  report  for  19£5 
stated  that  from  October  El,  1923  to  October  17,  1925,  166  national 
banks  left  the  national  system  and  applied  for  State  charters. 
These  converting  banks  represented  total  resources  of  $566,600,000. 
The  same  report  further  states  that  this  is  not  the  whole  story  be- 
cause at  that  time  other  national  banks  were  awaiting  the  outcome 
of  certain  bills  before  Congress  which  were  proposed  to  give  some 
relief  to  their  restricted  powers.     The  prospects  in  reference  to 
this  being  that  if  relief  is  not  granted  further  withdrawals  from 
the  national  system  will  follow. 

There  is  probably  no  better  way  of  checking  up  the  position 
of  national  banks  as  against  State  banks  and  trust  companies  than 
to  note  the  numerical  growth  of  the  two  systems.     There  were  in 
1870,  325  State  banks  and  1612  national  banks.     In  1884  there 
were  817  State  banks  and  35  trust  companies  with  aggregate  re- 
sources of  1760,000,000  and  2625  national  banks  with  aggregate 
resources  of  $2,283,000,000.     After  a  period  of  20  years,   in  1904, 
there  were  6,923  State  banks  and  585  trust  companies  with  combined 
resources  of  $5,240,000,000  while  the  national  banks  numbered  5,331 
with  aggregate  resources  of  .*6 ,  656,000  ,000 .     In  1924  (June  30),  20 
years  later,  there  were  17,436  State  banks  and  1,664  trust  companies 
^  Reference  76;  p  3. 
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with  total  resources  of  $25,140,000,000  and  8065  national  banks 

with  aggregate  resources  of  $22,566,000,000.     A  marked  change  in 

the  position  of  national  hanks  is  ohvious.     In  1884,  national 

hanks  had  75^  of  the  commercial  hanking  resources  in  the  United 

States  whereas  in  1924  the^  had  only  47^  and  with  the  tendency 

to  go  still  lower. 

It  is  further  significant  to  note  that  from  January  1,  1918, 

206  national  hanks  with  capital  of  over  $100,000  each  entered 

the  State  system.     These  hanks  carried  with  them  10^  of  the  total 

assets  of  the  national  hanking  system.     It  is  natural  that  the 

largest  conversion  should  take  place  in  California  where  60  National 

hanks  were  absorbed  into  the  State  system  in  7  years  prior  to  1924. 

In  New  York  27  national  hanks  entered  the  State  system;  in  Ohio,  23 

1 

and  in  Pennsylvania  19. 

Such  a  decline  in  the  status  of  the  national  hanks  presents 

a  serious  state  of  affairs  which  must  be  courageously  met.  Many 

authorities  have  taken  the  stand  that  the  national  system  will 

continue  to  decline.     In  fact,  Mr.  Roberts,  previously  quoted,  has 

gone  on  record  as  saying  that  unless  national  banks  in  the  future 

are  allowed  to  operate  with  something  of  the  freedom  of  State 

banks  that  the  national  system  will  cease  to  grow  and  disintegration 

begin.     And,  he  believes  that  unless  something  is  done  it  will  not 

be  many  years  before  the  final  chapter  of  national  banking  history 

2 

can  be  written. 


Reference  50;  p  12 
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fb)    The  branch  banking  principle: 

(1)    Arguments  in  favor  of  branch  banking: 

With  the  development  of  our  community  life  and  especially  of 
our  modern  city  life,  a  single  office  of  a  bank  cannot  properly 
serve  all  the  people  who  would  do  business  with  that  bank.  The 
question,  then,  of  having  or  not  having  branches  may  involve  impor- 
tant social  and  economic  considerations.     Business  people  who 
must  visit  the  bank  frequently  cannot  go  at  a  long  distance  to 
transact  their  business,  therefore,  facilities  must  be  established 
for  their  convenience  if  their  patronage  is  to  be  held. 

The  Cleveland  Trust  Company  was  one  of  the  pioneers  in 

branch  banking.     Today  it  has  40  branches  located  at  convenient 

points  throughout  the  city  serving  380,000  customers.  Three 

1 

pertinent  reasons  are  given  by  P.  H.  Goff ,     President  of  that  insti 
tution  for  his  belief  in  the  growth  of  branch  banking,  as  follows: 
"First,  because  it  is  economically  sound  in  that  it  provides 
at  minimum  cost  the  maximum  banking  facilities,  services  and  re- 
sponsibility. 

"Second,  because  when  the  public  comes  to  understand  that  such 
service  can  be  made  available  it  will  not  be  satisfied  with  inad- 
equately financed  and  less  ably  managed  independent  banks. 

"Third,  because  strongly  financed  neighborhood  banks,  by  mak- 
ing it  convenient  and  safe  to  deposit  savings  before  they  are 
spent,  will  stimulate  the  habits  of  thrift." 

1 

Reference  9;  E68 
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For  the  larger  business  concerns  there  is  special  advantage  in  do- 
ing business  with  the  larger  bank.     In  loaning  money  a  bank  is 
usually  required  not  to  loan  to  one  borrower  more  than  lofc  of  its 
own  capital  and  surplus.     It  is  quite  evident  that  with  a  larger 
capital  and  surplus,  the  greater  institution  is  in  a  more  favorable 
position  to  satisfy  the  needs  of  the  large  borrower  and  the  latter 
is  spared  the  trouble  of  going  out  of  the  local  market  for  funds. 

Not  only  are  home-city  branches  advocated  by  some  authorities, 

but  the  State-wide  branch  as  well  has  come  in  for  considerable  com- 

1 

mendation.     Vice  Governor  Piatt  in  a  recent  address  states  that 

he  was  convinced  that  State -wide  banking  in  California  works  well 

and  makes  for  safety.     His  plea  is  for  larger  institutions  so  that 

with  better  management  and  a  greater  diversification  of  holdings, 

failures  can  be  minimized  and  operation  costs  reduced. 

The  net  profits  in  1918  of  a  large  British  branch  banking 

system  of  1300  banks  were  54^  on  its  capital  while  the  average 

profit  on  capital  of  our  national  banks  for  53  years  has  been  only 

2 

13  1/2^  per  year. 

In  the  matter  of  failures  among  br;inch  and  independent  banks, 
it  is  apparent  that  while  branch  banking  is  no  guarantee  against 
failure  that  records  for  the  branch  bank  are  more  favorable.  Com- 
paring our  independent  banks  with  the  Canadian  branch  banks,  the 
latter  have  shown  that  they  are  less  likely  to  fail.  Actually 
speaking  for  the  period  from  1919  to  1924  fa  period  of  complete 
records)  and  for  that  matter  since  1906,  the  evidence  is  in  favor 
of  branch  banks. ^ 
1 

Reference  55  3 
2  Reference  29;  599. 
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(2)    Arguments  in  opposition  to  "branch  banking: 

It  is  claimed  that  branch  banking  proper  is  "absentee" 
banking.     Instead  of  having  a  local  institution  in  control  of 
local  officers  and  directors,  a  community/  is  served  by  a  bank  in 
control  of  a  branch  manager  who  sends  all  applications  for  loans 
over  a  certain  limit  to  the  head  office  to  be  passed  upon  by  di- 
rectors who  must  base  their  action  on  the  capital  of  the  borrower 
instead  of  his  ability  and  character.     In  this  way  it  is  claimed 
the  community  may  suffer. 

Even  in  cases  where  a  loan  may  be  perfectly  legitimate,  it  is 
only  natural  that  directors  who  are  unfamiliar  with  a  certain  sec- 
tion, will  favor  those  whom  they  know  something  about.     In  other 
words,  these  directors  do  not  want  to  take  chances,  whereas  local 
directors  who  are  conversant  with  local  affairs  and  have  an  inter- 
est in  them  are  willing  to  take  some  risk  in  financing  new  enter- 
prises; a  risk  that  a  long-distance  board  of  directors  would  not 
be  justified  in  taking. 

Emery  W.  Clark,  President  of  the  First  TTational  Bank  of  Detroit 
has  recently  written  in  an  article  advocating  branch  banking  that: 
"The  branch  as  a  rule  makes  no  loans.     The  branch  manager  of 
course  has  authority  to  make  loans  up  to  a  certain  limit  fsay  $500 
to  $1000)  to  his  customers,  but  all  applications  for  loans  above 
this  limit  must  go  before  the  officers  and  directors  of  the  bank. 

These  branches  are,  therefore,  in  practice  nothing  more  than  offices 

1 

for  the  receipt  of  deposits." 
1 
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It  is  argued  thnt  under  such  a  system  local  enterprises  do 
not  receive  the  financial  credit  they  must  have,  with  the  result 
that  the  community  suffers  and  the  surrounding  country  does  not 
develop  as  it  might. 

It  is  further  pointed  out  that  it  is  an  unhealthy  state  of_^ 
affairs  where  "large  and  powerful  banks  fight  over  the  spoils" 
(for  there  is  no  competition  between  the  large  and  small  banks), 
and  banking  power  becomes  concentrated  in  a  few  hands.     In  this 
connection  attention  is  drawn  to  the  situation  in  Los  Angeles 
where  the  Bank  of  California  has  26  branches.     And  in  Cleveland, 
with  a  population  of  796,000,  the  Cleveland  Trust  Company  has  48 
branches.     Some  sections  have  become  aware  of  this  condition  and 
its  suspected  evil  effects.     A  notable  case  is  that  of  New  Jersey, 
In  1913  branch  banking  was  authorized  within  county  lines  and  the 
advocates  were  so  encouraged  by  their  easy  success  that  they 
petitioned  the  legislature  for  State-wide  banking  law.  Independ- 
ent banking  interests  were  so  aroused,  however,  that  they  succeed- 
ed in  preventing  this  and  in  fact  abolished  branch  banking  altogether. 

Those  opposed  to  branch  banking  contend,  in  summing  up,  that 
branch  banking  tends  towards  greater  concentration  of  power  and 
wealth  as  against  the  system  of  unit  banking  which  tends  towards 
distribution.     Under  a  branch  banking  system,  it  is  what  an  indi- 
vidual already  has  and  can  show  on  a  financial  statement  that  de- 
cides for  or  against  him,  while  the  local  unit  banker  takes  into 
consideration  the  character  and  ability  of  the  prospective  borrower 
as  well. 
1 
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In  192£  the  American  Bankers'  Association  adopted  a  resolu- 
tion opposing  ''branch  hanking  in  any  form  by  State  or  national  banks 
of  the  nation".     On  a  previous  occasion,  at  Kansas  City,  in  1916, 
it  had  opposed  the  idea  of  branch  banking.     The  resolution  stated 
in  part:  "That  we  regard  branch  banking  or  the  establishment  of 
additional  offices  by  banks  as  detrimental  to  the  best  interests 
of  the  people  of  the  United  States.     Branch  banking  is  contrary 
to  public  policy,  violates  the  basis  principles  of  our  GrOvernment 

and  concentrates  the  credit  of  the  nation  and  the  power  of  mone^ 

1 

In  the  hands  of  a  few." 

The  Comptroller  of  the  Currency  in  his  reports  since  192E 

has  advocated  legislation  to  curb  branch  banking.     He  contends 

that  "branch  banking  is  essentially  monopolistic"  and  questions 

the  ability  of  the  Federal  Reserve  Banks  "to  meet  the  mobilized 

demands  of  an  association  of  institutions  under  the  control  of  a 

single  interest  having  the  power  to  concentrate  the  requirements 

2 

of  all  the  separate  institutions  into  one  demand".  He  states 
that  if  the  banking  interests  of  a  State  become  centralized  in  the 
hands  of  a  few  interests  that  these  groups  will  in  turn  work  on  a 
common  basis  and  mutual  understanding  so  that  eventually  the  Fed- 
eral Reserve  Bank  in  the  district  will  be  entirely  under  the  con- 
trol of  a  group  or  an  individual,  or  be  eliminated  as  a  factor  in 
the  community. 

3 

In  his  report  of  1924  ,  he  summed  up  his  previous  remarks 

1 

^  Reference  4;  p  777 
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bringing  out  the  points  developed  as  follows: 

"First,  That  branch  banking  is  opposed  to  public  policy  as 
being  in  its  essense  monopolistic. 

"Second,  That  branch  banking  is  absentee  banking  and  is  con- 
ducted for  the  sole  purpose  of  earning  dividends  for  the  stock- 
holders rather  than  of  service  to  the  community. 

"Third,  That  with  the  development  of  large  chains  of  branch 
banks,  the  responsibility  for  the  mobilization  and  transfer  of 
funds  would  rest  with  individuals  whose  prime  motive  would  be  per- 
sonal profit.     The  resources  of  the  banks  are,   in  a  large  measure, 
the  trust  funds  of  a  community  and  the  conditions  which  justify 
the  transfer  of  funds  from  one  community  to  another  should  be 
passed  upon  and  the  action  controlled  by  disinterested  governmental 
authority,  removed  from  the  influence  of  personal  profit.  This 
is  the  function  of  the  Federal  Reserve  Banks. 

"Fourth,  Branch  banking  is  particularly  inconsistent  with 
the  American  idea  of  local  self-government  and  Federal  coordina- 
tion.    The  banking  system  of  the  United .. States  as  at  present  con- 
stituted, is  closely  analogous  to  the  government  structure.  Under 
the  Federal  Reserve  System,  local  independent  units  are  coordinated, 
while  branch  banking  proposes  that  they  should  be  consolidated. 

"Fifth,  .As  a  direct  result  of  absentee  control,  the  human 
element  and  moral  responsibility  of  the  creditor  would  be  necess- 
arily eliminated.     Absentee  contDol  must  obviously  be  executed 
through  emploj^ees  governed  by  rigid  rules  operating  under  the  • 
most  limited  discretion.     Under  such  conditions  a  bank  would 
eventually  degenerate  into  a  glorified  pawnshop  from  which  col- 
lateral had  excluded  character  as  an  element  of  credit." 

^baIic°n?incii?P  2?^^^;^^^^  conclusions  by  stating  that  the 

ucibic  principle  of  absentee  banking-  i<:?  ^^^r.i     ^  ^ 

case  Of  home-city  branches.)          ^  involved  in  the 
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5.     The  Federal  Reserve  System  and  Branch  Banking: 
(a)    Policy  of  the  Federal  Reserve  Board; 

The  Federal  Reserve  Board  has  consistently  recommended  from 
the  heginning  that  branch  banking  of  member  State  banks  be  re- 
stricted and  the  national  banks  be  allowed  branches  in  order  to 
operate  on  some  basis  of  equality.     Ho  better  proof  of  the  Board's 
policy  can  be  had  than  by  referring  to  its  official  recommendations 
to  Congress  for  revised  legislation  on  the  subject. 

The  Federal  Reserve  Act  went  into  effect  in  1913  and  as 
early  as  the  Board's  second  annual  report  in  1915,  it  made  the 
following  recommendations: 

"Permission  should  be  granted  to  national  banks  to  establish 

branch  offices  within  the  city,  or  within  the  county  in  which  they 
1 

are  located." 

This  recommendation  was  followed  up  with  a  recommendation 
in  1916  asking  the  enactment  of  legislation  which  would  permit 
a  national  bank  with  a  capital  and  surplus  of  |l, 000, 000  and 
located  in  a  city  of  more  than  100,000  population  to  establish 

not  more  than  10  branches  within  the  corporate  limits  of  such  city 

2 

in  States  where  State  banks  or  trust  companies  can  have  branches. 

In  1918  its  recommendations  were  renewed,  stating  that  "under 

existing  laws,  State  banks  and  trust  companies  in  many  cases  are 

permitted  to  operate  branches  even  after  conversion  into  national 

banks,  with  the  result  that  some  member  banks,  national  and  State, 

3 

are  given  advantage  over  other  member  banks?. 
1 

Reference  78;  p  22. 

2 
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In  its  report  of  1919,  the  Board  referred  to  the  fact  that 
Congress  had  passed  a  hill  authorizing  national  banks  in  cities  of 
not  less  than  500,000  inhabitants  to  establish  not  more  than  10 
branches  provided  that  State  laws  provided  a  similar  privilege  to 
State  banks,  but  asked  that  the  privilege  be  extended  to  national 
banks  in  cities  of  not  less  than  1,000,000  population  or  failing 


in  that  to  have  the  population  limit  increased  to  2,000,000.  It 
was  further  pointed  out  in  the  report  that  limit  alone  does  not 
affect  the  principle  and  that  something  should  be  done  to  permit 
national  banks  to  have  branches. 

The  Board  in  its  report  of  1922  drew  attention  to  the  establish- 
ment of  branches  by  the  larger  State  banks  especially  in  California 
and  in  such  cities  as  Hew  York,  Cleveland  and  Detroit  and  their 
effect  in  greatly  reducing  the  number  of  national  banks  in  those 


That  branch  banking  in  the  United  States  has  come  under  the 
special  attention  of  the  Board  is  gained  from  the  following: 

"The  growth  of  branch  banking  presents  a  problem  which  is 
receiving  the  serious  attention  of  the  Board  with  a  view  of  find- 
ing a  satisfactory  method  of  dealing  with  the  situation.  The 
difficulties  of  the  problem  arise  in  part  from  the  differences  in 
the  legislation  of  the  various  States  and  the  competitive  disad- 
vantages suffered  by  national  banks  in  States  which  permit  branch 


banking. " 

Although  the  Board  has  made  recommendations  right  along,  it 
did  not  take  a  definite  stand  in  the  matter  of  allowing  State 
banks  to  have  branches  in  the  System  until  the  adoption  of  the 


1 


2 


places. 


3 


1 


2 
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resolution  of  the  Commissioner  of  the  Board  on  Examinations  on 

Novemher  7,  1923  (further  amended  April  7,  1924).     In  other  words, 

prior  to  November  1923,  member  State  banks  were  allowed  branches 

under  State  control  and  supervision,  provided  the  expansion  was 

consistent  with  sound  banking  principles  and  in  no  way  detrimental 

1 

to  the  solvency  of  the  parent  bank. 

As  referred  to  above,  on  November  7,  1923,  the  Commissioner 
on  Examinations  submitted  to  the  Federal  Reserve  Board,  a  resolu- 
tion formulating  certain  general  principles  for  guidance  of  the 
board  in  handling  applications  of  State  banks  desiring  branches. 
(This  resolution  was  adopted  the  same  day  by  the  Board.  )  The 
reasons  for  recommending  the  adoption  of  this  resolution  were 
briefly  as  follows: 

fa)  The  intent  of  the  Federal  Reserve  Act  was  to  coordinate 
the  operation  of  banks  organized  under  the  national  laws  and  laws 
of  the  48  States. 

(b)  Unfair  competition  had  resulted  because  of  different 
privileges  provided  by  State  and  national  laws. 

(c)  Possible  elimination  of  unit  banks. 

fd)    Duty  of  Federal  Reserve  Board  to  lay  down  a  policy  for 
the  operation  of  State  and  national  banks  for  the  good  of  the  system. 

(e)     A  definite  course  of  action  should  be  laid  down  so  that 
all  concerned  could  govern  themselves  accordingly  thereby  avoiding 
certain  things  to  be  done  that  would  later  meet  with  criticism  and 
disapproval  of  the  Board. 

The  resolutions  and  the  amendments  hereto  became  the  basis 

1 
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of  the  Board's  policy  after  February  1,  19E4.     The  effect  naturally 
was  to  hold  the  activity  of  State  banks  in  the  Systora  in  check  until 
Congress  had  declared  a  policy  establishing  some  sort  of  prrity 
between  the  charter  powers  of  State  and  national  banks.  The 
most  pertinent  sections  of  the  resolutions  are  as  follows: 

"Resolved,  That  the  Board  continue  hereafter  as  heretofore 
to  require  State  banks  applying  for  admission  to  the  Federal 
Reserve  System  to  agree  as  a  condition  of  membership  that  they 
will  establish  no  branches  except  with  the  permission  of  the 
Federal  Reserve  Board. 

"Resolved,  That,  as  s  general  principle,  State  banks  with 
branches  or  additional  offices  outside  the  corporate  limits  of 
the  city  or  town  in  which  the  parent  banks  are  located  or  territory 
contiguous  thereto  might  not  be  admitted  to  the  Federal  Reserve 
System  except  upon  condition  that  they  relinquish  such  branches 
or  additional  offices. 

"Resolved,  That  as  a  general  principle.  State  banks  which  are 

members  of  the  Federal  Reserve  System  might  not  be  permitted  to 

establish  or  maintain  branches  or  additional  offices  outside  the 

corporate  limits  of  the  ci  ty  or  town  in  Ahich  the  parent  bank  is 

1 

located  or  territory  contiguous  thereto." 


1 
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fb)     The  position  of  State  and  national  bank  members. 

Under  the  Federal  Reserve  Act,  national  banks  must  become 
members  of  the  Rederal  Reserve  System  whereas  the  membership  of 
State  banks  is  entirely  voluntary.     Also,  if  a  State  bank  wishes 
to  withdraw,  a  formal  notice  to  do  so  is  all  that  is  required 
while  a  national  bank  can  withdraw  only  by  going  out  of  business 
as  a  national  bank. 

It  is  quite  evident,  therefore,  that  the  permanence  and 
operation  of  the  System  are  dependent  upon  the  national  banks. 
In  1923  there  were  8300  national  banks  already  members,  while 
only  1600  of  the  approximately  21,000  State  banks  and  trust  com- 
panies were  members.     The  assets  of  the  national  banks  approximat 

ed  121,700,000,000  as  compared  with  $12,000,000,000  for  State 

1 

banks  in  the  System. 

The  National  Bank  Act  does  not  permit  national  banks  to  have 
branches,  whereas  State  banks  are  allowed  branches  under  varying 
restrictions.     Under  such  regulations,  it  is  only  to  be  expected 
that  the  growth  of  the  latter  system  would  exceed  the  former  as 
has  happened.     Naturally,  too,  the  position  of  State  banks  is 
improved  to  the  detriment  of  the  national  banks. 

When  it  is  considered  that  the  national  banks  are  the  basis 
of  the  Federal  Reserve  System,  it  is  not  too  much  to  say  that  any 
thing  which  would  cripple  the  national  system  would  be  a  fatal 
blow  to  the  Federal  Reserve  System.     As  the  Federal  government  ha 
no  control  over  banks  organized  under  State  laws,  there  would  be 
1 
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no  way  for  it  to  remedy  the  situation  unless  by  restricting  branches 
of  State  banks  in  the  Federal  Reserve  System  and  improving  the 
position  of  national  banks  from  the  standpoint  of  branch  banks. 
The  Comptroller  of  the  Currency  in  his  report  of  19E3  suggests 
that  the  proper  course  would  be  to  strengthen  the  position  of 
the  national  banks  rather  than  bringing  the  privileges  of  the 
State  banks  down  to  the  level  of  those  of  the  national  banks. 
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6,     The  Mc'Padclen  National  Bank  Bill  in  Congress: 
(a)  Purpose: 

Four  sections  of  the  original  hill  and  the  hill  as  passed 
dealt  with  the  suhject  of  hranch  hanking.     These  sections  were 
hased  upon  the  recommendations  of  the  Comptroller  of  the  Currency 
in  his  annual  reports  of  1923  and  19E4  and  were  also  in  line  with 
the  general  principle  enunciated  in  the  resolution  of  the  Federal 
Reserve  Board,  November  7,  1923,  except  that  the  bill  did  not  per- 
mit expansion  into  contiguous  territory. 

1 

The  McFadden  National  Bank  Bill  was  introduced  in  the  House 
of  Representatives  on  February  11,  1924  in  response  to  recommenda- 
tions for  amendments  to  the  National  Bank  Act.     The  Bill  had  19 
sections;  4  of  which  related  to  branch  banking  and  these  centered 
on  two  main  propositions:   the  first  being  to  prohibit  State  banks 
and  trust  companies  in  the  Federal  Reserve  System  from  establishing 
in  the  future,  State-wide  or  extra-city  branches, and  the  second 
being  to  allow  national  banks  to  have  home-city  branches  in  those 
States  where  State  banks  and  trust  companies  already  have  that 
privilege . 

As  stated,  only  four  sections  of  the  bill  related  to  branch 
hanking,  but  so  much  discussion  was  centered  on  these  that  the 
entire  bill  was  referred  to  as  the  "branch -banking"  bill.  Before 
taking  up  the  discussions  that  followed  on  this  bill  it  might  be 
well  to  state  briefly  the  contents  of  each  of  these  important 
sections  at  the  time  they  were  introduced.     These  sections  are 
numbered  1,  7,  8  and  9. 

Section  1  authorized  State  banks  to  consolidate  with  national 
banks  without  first  converting  into      national  banks.    It  expressly 
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stipulated,  however,  that  in  case  of  any  such  consolidation  any 
extra-city  "branches  established  after  the  hill  became  a  law,  could 
not  be  retained.     (At  the  time  this  bill  came  up,  a  State  bank 
converting  into  the  national  system  could  bring  in  and  hold  all 
its  branches. ) 

Section  7.     This  section  expressly  referred  to  the  matter  of 
State  banks  converting  into  national  banks  and  prohibited  them  from 
retaining  anything  but  home-city  branches,  except  such  extra-city 
branches  established  before  the  bill  became  a  law. 

Section  8.     This  Section  authorized  national  banks  to  have 
home-city  branches  where  State  banks  were  allowed  to  have  them, 
but  with  approval  of  the  Comptroller  of  the  Currency.     In  so  author- 
izing these  branches,  it  prohibited  national  banks  from  having 
extra-city  branches. 

Section  9.     This  section  proposed  to  amend  Section  9  of  the 
Federal  Reserve  Act  so  that  State-bank  and  trust-company  members 
of  the  Federal  Reserve  System  would  be  allowed  to  have  branches 
in  the  home  city  only.     This  of  course  meant  that  no  State  bank 
or  trust  company  could  become  a  member  of  the  System  without  dis- 
continuing all  other  branches  which  might  have  been  established 
after  the  approval  of  the  bill.     It  is  understood,  of  course,  that 
any  branches  established  prior  to  the  bill  becoming  a  law,  could 
be  retained. 

After  this  bill  had  been  discussed  in  executive  session  from 
April  E2  to  25,  1924,  a  new  bill  known  as  HH  8867  was  ordered  out. 
This  bill  was  identical  with  HR  6855  except  for  minor  changes  made 
by  the  Committee. 
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A  reading  of  the  new  till  shows  that  its  provisions  were  more 
restrictive.     In  the  case  of  Section  1,  extra-city  branches  of 
consolidating  State  banks  could  not  be  retained  even  if  established 
before  the  passage  of  the  bill  and  in  the  case  of  Section  7,  State 
banks  converting  into  national  banks  could  not  bring  in  extra-city 
branches  even  if  established  before  the  passage  of  the  bill. 

Section  8,  was  stated  in  practically  the  same  language  except 
that  national  banks  were  allowed  to  have  branches  with  restrictions: 
viz.,  no  branches  in  cities  less  than  25,000;  one  in  cities  of 
E5,000  to  50,000  population;  two  in  cities  of  50,000  to  100,000 
and  in  the  case  of  cities  above  100,000,  the  number  of  branches 
allowed  was  in  the  hands  of  the  Comptroller  of  the  Currency. 

Section  9  as  changed,  required  all  State  banks  and  trust 
companies  upon  becoming  members  of  the  System  to  relinquish  all 
extra-city  branches  and  imposed  the  same  population  requirements 
on  them  as  applied  to  national  banks  referred  to  in  Section  8. 

(b)  Discussions: 

(1)     The  Comptroller  of  the  Currency  at  public  hearings  on 
the  bill  (HR  6855)  before  House  Committee  on  Banking  and  Currency, 
April  9,  15,  16  and  18,  1924  reviewed  branch  banking  conditions 
in  the  Federal  Reserve  System  and  urged  the  protection  of  national 
banks  by  being  permitted  to  establish  home-city  branches  where 
State  laws  allowed  State  institutions  to  have  them  and  urged  the 
curbing  of  extra-city  activities  of  State  member  banks.     The  Comp- 
troller took  this  stand  because  of  the  fact  that  national  banks 
had  found  considerable  difficulty  in  competing  with  State  banks  in 
States  that  allowed  them  to  have  branches,  and  as  a  consequence 
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the  national  system  was  losing  ground  and  had  dropped  from  the 
recent  position  of  holding  75^  of  commercial  hank  resources  to 
48^  in  19 24. 

He  made  an  especial  appeal  for  the  small  unit  hanks  of  the 
national  system  and  compared  them  with  the  large  State  institu- 
tions enjoying  the  rights  and  privileges  of  the  Federal  Reserve 
System  yet  heing  voluntary  members  and  having  unlimited  powers  as 
members    under  State  charters. 

f2)     Independent  bankers'  views :^ 

Bankers  heard  by  this  Committee  were  for  the  most  part  from 
California  and  were  particularly  interested  in  Section  9  of  the 
proposed  bill  which  was  to  limit  the  powers  of  State  member  banks 
in  the  Federal  Reserve  System. 

The  speakers  were  representatives  of  State  member  banks. 
Their  arguments  centered  around  three  major  themes;   (1)  the  manner 
in  which  the  State  banking  systems  in  California  entered  the 
Federal  Reserve  System  (2)  branch  banking  as  a  positive  benefit 
to  California  end  should  be  allowed  to  continue,  and  (3),  that 
limitations  of  Section  9  of  the  McFadden  bill  would  be  liable  to 
tempt  the  State  bank  members  to  leave  the  Federal  Reserve  System 
in  order  to  benefit  by  branch  privileges  offered  under  State  laws, 
and,   thereby  materially  weaken  it. 

They  argued  that  California  is  not  a  one  or  two-crop  State 

with  a  State-wide  marketing  season  but  a  many-crop  State  and  each 

with  its  particular  season.     It  was  pointed  out  that  in  addition 

to  small  fruits  and  vegetables,  it  had  large  canning,  lumbering 

and  manufacturing  enterprises  that  needed  funds  at  varying  times 
1 
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in  the  year.    With  a  system  of  branch  hanks  these  coald  he  taken 
care  of  hy  a  shifting  of  funds  and  permitted  the  using  of  the  same 
funds  in  California.     In  contrast  to  this  is  the  position  of  the 
unit  banks  serving  the  industry  or  crop  in  its  own  district. 
After  its  funds  have  been  used  they  could  not  be  further  employed 
because  the  bank  could  not  legally  go  out  of  its  own  district  and 
as  a  consequence,  the  bank  would  be  obliged  to  invest  in  outside 
securities  and  when  it  does  invest  at  home  it  is  subject  to  all 
the  hazards  of  a  one-crop  section. 

As  regards  membership  in  the  Federal  Reserve  System,  the 
State  member  banks  were  faced  with  the  issue  (if  Section  9  were 
included)  of  remaining  in  or  giving  up  their  right  to  have  branch 
banks  under  the  State  laws.     Many  were  urged  to  enter  the  System 
from  the  start  and  at  the  time  it  was  agreed  that  they  could 
operate  under  their  same  State  charter  provisions.     Because  of 
this,  it  was  contended  that  Congress  did  not  have  a  moral  right 
XKctx  to  change  the  provisions  under  which  they  became  members. 

It  was  brought  out,  too,  that  they  made  very  little  use  of 
the  System  because  the  bulk  of  their  deposits  in  the  branch  banks 
were  in  the  nature  of  savings  deposits.     Their  benefit  from  member- 
ship in  the  System,  therefore,  was  not  great.     They  stated  that 
as  members  they  supported  the  System  even  at  a  loss  but  were 
willing  to  do  so  because  they  believed  it  to  be  a  great  benefit 
to  the  country  and  that  it  deserved  the  support  of  the  banking 
fraternity. 

The  fact  was  emphasized  that  there  were  several  large  branches 
not  in  the  System  and  with  Section  9  in  the  Act,  member  banks  wouHd 
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have  to  stand  still  and  face  competition  they  could  not  cope  with. 

If  these  banks,  then  withdrew  to  gain  the  benefits  of  the  State 

laws  instead  of  protesting,  the  national  banks  then  would  be  left 

with  the  entire  burden  of  supporting  the  San  Francisco  Federal 

Reserve  Bank  and  in  the  face  of  even  greater  competition. 

1 

In  a  public  article    by  J.  F.  Sartori ,  President  of  the 
Security  Trust  and  Savings  Bank,  Los  Angeles,  the  attitude  of 
State  banks  in  regard  to  the  bill  is  clearly  stated.     Again  he 
granted  all  provisions  of  the  bill  with  the  exception  of  Section  9. 
He  opposed  the  Section  in  the  first  place  because  when  State  banks 
entered  the  System  they  were  admitted  with  the  full  charter  rights 
given  by  their  State  charter.     And  further,  giving  city-branch 
powers  to  national  banks,  he  claimed,  "did  not  supply  the  deficiency 
under  which  national  banks  are  laboring,  but  it  does  contemplate 
taking  away  from  State  member  banks  a  right  assured  to  them  under 
the  Federal  Reserve  Act".    He,  too,  is  basing  his  arguments  on 
California  conditions  where  he  states  many  branches  are  not  members 
of  the  System  and  would  not  come  under  the  proposed  regulations 
anyway,  and  then  the  increased  competition  would  cause  other  State 
banks  to  withdraw  to  hold  their  own. 

These  hearings  were  not  all  one-sided  as  there  were  represent- 
atives of  the  smaller  unit  banks  of  California.     They,  however, 
approved  of  the  recommendations  of  the  proposed  bill  to  limit 
activities  of  the  State  banks  and  to  provide  further  banking  powers 
to  national  banks.     Their  argument  was  based  upon  the  fact  that 
already  the  unit  bank  in  many  cases  was  struggling  for  existence 
and  that  further  branch  banking  expansion  would  result  in  the 
disappearance  of  the  unit  bank  altogether. 
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(3)    Attitude  of  proponents  of  'branch  banks: 

There  is  no  question  but  that  those  already  engaged  in  branch 
banking  feel  justified  in  commending  that  policy  and  are  ever 
ready  to  defend  their  position. 

The  Comptroller  of  the  Currency  approves  of  branch  banking 
insofar  as  it  helps  to  equalize  the  position  of  national  banks  as 
against  State  banks,  but  he  stops  there. 

It  is  interesting  to  note  that  both  Governor  Crissinger  and 

Vice  Governor  Piatt  of  the  Federal  Reserve  Board  are  proponents 

of  branch  banking  in  a  wider  degree  than  that.     The  stand  they 

take  is  based  on  what  they  believe  to  be  beneficial  for  the 

count?*y  as  a  whole;  viz.,  anything  that  will  reduce  failures. 

1 

In  an  address  by  Vice  Governor  Piatt  it  was  brought  out  that 
there  have  been  2,000  bank  failures  since  1920;  753  in  1924  alone. 
The  failures  were  largely  confined  to  the  smaller  institutions; 
65^  having  capital  of  $25,000  or  less. 

Vice  Governor  Piatt  declared  that  branch  banking  made  it 
possible  to  absorb  the  weaker  banks;  in  fact,  he  claims  that  a 
considerable  part  of  the  growth  of  branch  banking  has  been  due  to 
the  economic  pressure  of  the  times. 

From  the  standpoint  of  the  national  bank,  he  believes  it  to 
be  unfortunate  that  the  National  Bank  Act  had  been  interpreted 
right  along  as  prohibiting  branches.     It  has  seemed  to  him  that 
Congress  could  not  have  intended  to  prohibit  branches  when  it  ex- 
pressly allowed  branches  of  consolidated  State  banks  to  be  retained 
and  tiiKB,  also,  brought  in  the  national  system  by  conversion. 

1 
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His  attitude  toward  State  "bank  branches  even  on  a  State-wide 
scale  may  be  gathered  from  the  following: 

"The  prohibition  of  branch  banks  have  proven  unfortunate 

and  the  States  which  have  permitted  branches  under  proper  regulation 

and  supervision  have  fared  better  than  those  which  have  prohibited 

1 

them  under  similar  conditions." 

(4)    Other  expert  testimony: 

Besides  the  views  of  bankers,  the  Committee  heard  the  testi- 
mony of  other  competent  authorities.     Vice  Governor  Piatt  outlined 
the  progress  of  branch  banking  outside  the  Federal  Reserve  System 
in  the  Southern  States  and  was  opposed  to  any  restrictions  being 
put  on  branch  banking  operations  of  State  banks  in  the  System. 
He  favored  the  proposal  to  allow  national  banks  to  have  branches 
and  even  went  so  far  as  to  favor  giving  national  banks  equal 
power  with  State  banks  in  their  respective  States.     His  yIovjq  were 

endorsed  by  Governor  Crissinger  of  the  Board  who  expressed  himself 

8 

on  the  subject  to  the  same  Committee. 

Chairman  Louis  T.  McFadden  of  the  House  Committee  on  Banking 
and  Currency,  took  the  opposite  view.     He  claimed  that  Section  9 
of  the  Bill  he  had  introduced,   to  be  necessary  to  preserve  the 
soundness  of  the  Federal  Reserve  System  and  in  discussing  the 
problem    challenged  the  views  of  certain  authorities  who  contend 
that  the  rights  of  States  are  invaded  by  Congress  declaring  that 
State  banks  must  relinquish  extra-city  branches  upon  entering  the 
Syiem. 

Representative  McFadden  claimed  that  the  chief  opposition  to 
section  9  came  from  bankers  in  Los  Angeles,  San  Francisco  and 
^  2 
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Cleveland^  and  that  outside  of  this  coraparativeli?  small  faction, 

he  held  that  the  hankers  as  a  whole  are  opposed  to  State-wide 

hanking  in  the  Federal  Reserve  System. 

Sections  8  and  9  had  heen  revised  from  time  to  time  and 

read  at  the  time  of  this  article  f November  1925)  so  that  their 

combined  effect  would  prohibit  branch  bamming  in  any  form  by  either 

State  or  national  banks  in  what  were  non-branch  States  at  the  time 

of  the  passage  of  the  bill  even  though  the  laws  of  the  various 

States  were  later  amended  to  permit  branch  banking.     Briefly  stated  , 

Section  9  says  to  the  State  bank  member:  ''You  shall  not  establish 

or  acquire  any  more  branches  outside  the  city  in  which  you  are 

located",  and  to  non-member  State  banks,  "You  shall  not  be  permitted 

to  enter  the  Federal  Reserve  System  unless  you  relinquish  all 

branches  which  you  have  beyond  the  limits  of  the  city  in  which 

1 

you  are  located." 

Opponents  of  the  Section  believe  branch  banking  to  be  a  step 
forward  in  banking  but  proponents  of  the  measure  see  in  it  the 
only  solution  for  preventing  the  small  unit  bank  from  disappearing 
altogether. 

Representative  Ralph  F.  Lozier  of  Missouri  in  debating  the 

2 

subject  in  the  House  of  Representatives,  January  13,  1925  quoted 
the  Comptroller  of  the  Currency,  Henry  M.  Dawes,  and  endorsed  the 
latter  in  his  views  on  the  question.     The  Representative  in  his 
remarks  shows  that  he  interprets  branch  banking  as  referred  to  by 
the  Comptroller  to  mean  branch  banking  in  any  form  (extra-city 
or  int»a-city)  and  opposed  it  strongly. 
1 
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It  seems  paradoxical  to  say  that  Mr.  Lozier  is  opposed  to 
branch  banking  yet  opposed  the  provisions  of  the  proposed  McPadden 
Bill  which  has  been  regarded  as  a  bill  to  restrict  branch  banking. 
This  is  due  to  the  mixed  and  interchangeable  definition  of  what  is 
meant  when  the  term  branch  banking  is  used.     As  stated  above,  Mr. 
Lozier  is  of  the  group  which  is  opposed  to  branch  banking  in  any 
form  whether  practiced  by  State  or  national  banks.     Mr.  Lozier 
puts  a  new  interpretation  on  the  supposed  restriction  clauses  of 
the  bill  when  he  states  in  his  debate:     "This  bill  gives  legal 
sanction  to  the  principle  and  practice  of  branch  banking.     It  is 
a  palliative  treatment  and  not  a  cure  for  the  branch-banking  evil. 
It  ingrafts  the  principle  as  a  vital  part  of  the  banking  system. 
Instead  of  temporizing  with  the  evil  we  should  eradicate  it,  root 
and  branch." 

The  Congressman  does  make  a  distinction  later  between  branch 
banks  and  branch  banks  proper,  when  he  claims  that  branch  banking 
leads  to  concentration  of  capital  and  control  of  credit,  that  it 
is  for  the  most  part  monopolistic  and  finally  leads  to  absentee 
banking. 

He  further  states  that  he  feels  sure  that  if  the  proposed 
bill  becomes  a  law  it  will  be  an  opening  wedge  for  more  branch 
banking  legislation  and  that  eventually  national  banks  will  be 
allowed  to  engage  in  State-wide  banking  in  all  the  States.  His 
plea  is  to  deny  branches  to  State  members  of  the  Federal  Reserve 
System  but  not  to  give  national  banks  a  right  to  have  them.  In 
other  words,  his  idea  is  to  do  anything  to  keep  down  branches, 
because  of  the  lack  of  horaegeneity  in  the  branch  banking  system 
which  he  claims  when  carried  to  extremes  lacks  cohesiveness  and 
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unity  of  interest. 

His  argument  is  that  the  bill  has  been  introduced  on  "the 
ground  of  expediency"  while  in  the  matter  of  principle  and  policy, 
branch  banking  has  practically  no  defenders  anywhere.     By  compro- 
mising with  the  policy  of  branch  banks  now  he  thinks  that  ground 
lost  will  never  be  recovered  and  that  "branch  banking  first  city- 
wide,  then  country-wide,  then  State-wide  and  then  nation-wide  will 
become  the  fixed  policy  of  our  Nation.     We  will  then  have  absentee 
and  monopolistic  banking." 

Proponents  of  the  bill  are  not  so  sure  of  State  banks  joining 
the  Federal  Reserve  System  and  embracing  its  advantages  at  the 
expense  of  losing  branches  as  Representative  Lozier  is,  and  further, 
debate  only  strengthens  the  views  of  Representative  McFadden  and 
the  Comptroller  of  the  Currency  that  if  the  Federal  Reserve  System 
is  to  be  saved  from  further  changes  of  national  banks  to  State 
banks,  something  must  be  immediately  done  to  put  the  national  banks 
on  a  partially  competitive  basis,  at  least,  with  State  banks. 

Further  congressional  discussion  and  debate  is  but  an  exten- 
uation of  the  same  points  brought  out  above. 

The  bill  was  finally  passed  by  the  House  of  Representatives 
in  the  Second  Session  of  the  Sixty-eighth  Congress  as  HR  8887  and 
then  again  in  the  First  Session  of  the  69th  Congress  as  HR  2. 
It  was  finally  passed  by  the  Senate  in  the  First  Session,  69th 
Congress  and  signed  by  the  President,  February  E5,  1927. 
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(c)    The  Hull  amendments \ere  the  outgrowth  of  recommendations 
made  by  the  Chicago  and  Cook  County  Bankers'  Association  in  reg.^rd 
to  future  branch  banking  operations  of  national  banks  and  members 
of  the  Federal  Reserve  System,  after  the  passage  of  the  McFadden 
Bill  in  such  States  which  did  not  permit  branch  banking  at  the 
time  of  the  passage  of  said  bill. 

The  thought  back  of  these  proposals  was  that  ambitious  finan- 
cial interests  in  non-branch  States  might  initiate  legislation  to 
change  the  State  laws  so  as  to  allow  branches  and  thereby  take 
advantage  of  provision  9  in  the  McFadden  bill  to  have  home-city 
branches.     It  was  believed  that  even  in  such  a  limited  field, 
unit  banks  would  meet  with  serious  difficulties  in  facing  the  new 
problem.     At  the  time  of  making  this  proposal,  26  States  did  not 
allow  branches. 

The  amendments  were  prepared  by  Congressman  Morton  D.  Hull 
of  Chicago  and  were  introduced  in  the  Second  Session  of  the  68th 
Congress.     Under  this  amendment  the  only  banks  that  could  have 
branches  even  if  the  State  laws  were  changed  to  allow  them  would 
be  State  banks  not  in  the  Federal  Reserve  System.     It  is  believed, 
therefore,  that  there  would  be  no  legislation  enacted  to  change 
the  laws  of  anti-branch  States  as  only  a  few  would  benefit  and 
on  the  other  hand,  opposition  to  the  few  that  would  benefit  would 
be  $00  great  to  make  the  bill  successful  of  passing. 

Considerable  discussion  followed  the  introduction  of  these 
amendments  and  in  fact  influenced  the  American  Bankers'  Association 
to  approve  of  the  McFadden  Bill  because  these  amendments  were 
included.     Opposition,  in  both  branches  of  Congress,  however,  was 
strong  enough  to  have  these  amendments  omitted  from  the  bill 
just  prior  to  its  becoming  a  law. 

Reference  49;  pp  99-lOE.  .gS- 
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7..     The  McFadden  National  Bank  Bill  -  A  Law; 

The  McPadden  National  Bank  Bill  (HR  2  Sixty-ninth  Congress, 

1 

originally  HR  6855)  became  a  law  February  25,  1927.       The  Act 

amends  "an  act  to  provide  for  the  consolidation  of  national  bank- 

2 

ing  associations"     approved  November  7,  1918  and  amends  sections 
5136,  5137,  5138,   5139,  5146,  5150,   5152,  5155,   5190,  5200,  5202, 
5208  and  5211  of  the  Revised  Statutes  of  the  United  States  and 
sections  3,  4,  9,  13,  22  and  24  of  the  Federal  Reserve  Act. 

(a)    Interpretation  of  the  law  as  it  affects  branch  banking: 
The  passage  of  this  Act  makes  it  possible  for  national  banks 
to  compete  with  State  banks  and  trust  companies  in  States  that 
allow  the  latter  to  have  branches,  on  a  more  equal  basis,  and  pre- 
vents further  extension  of  extra-city  branches  by  State -banks 

and  trust-company  members  of  the  Federal  Reserve  System. 

3 

The  sections    pertaining  to  branch  banking  are  1,   7,  8  and  9. 

The  full  significance  of  each  of  these  sections  may  be 
gathered  from  the  following  detailed  explanation: 

Section  1.     This  section  provides  for  the  direct  consolidation 
of  State  banks  with  national  banks.     Before  this  law  was  enacted 
a  State  bank  could  not  consolidate  with  a  national  bank  without 
surrendering  its  charter  and  becoming  a  national  bank. 

Section  7.     This  section  sets  forth  the  considerations  upon 
which  a  national  bank  may  retain  or  establish  and  operate  a  branch 
or  branches. 

The  conditions  under  which  a  branch  or  branches  may  be  estab- 
lished are  as  follows: 

1 

Reference  85;  p  5812 

2 

Reference  85;  p  5815 

3 
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(a)  The  national  "bank  must  be  located  in  a  Stat^  whose  law 
permits  State  banks  and  trust  companies  to  have  branches.     To  come 
under  this  ruling  there  must  be  positive  affirmative  authorization 
of  branch  banking  by  the  State. 

(b)  The  national  bank  must  be  located  in  a  city  of  25,000 
or  over  before  any  application  for  a  branch  or  branches  can  be 
considered. 

(c)  The  branch  or  branches  must  be  located  in  the  corporate 
limits  of  the  city,  town  or  village  in  which  the  parent  bank  is 
located . 

In  providing  for  future  branches  of  national  banks,  the 
framers  of  the  Act  were  met  with  the  situation  of  declaring  them- 
selves on  existing  branches.     In  order  to  preserve  the  status  of 
existing  branches,  section  7  (a)  was  incorporated  in  the  act. 
The  provisions  of  Section  7  are  as  follows: 
Section  7  (a).   This  section  gives  legal  protection  to  every 
branch  of  a  national  bank  in  operation  at  the  time  of  the  passage 
of  the  Act. 

Section  7  (b).  This  section  permits  retention  of  any  branches 
that  may  have  been  in  operation  at  the  date  of  the  passage  of  this 
act  by  a  State  bank  which  had  converted  into  a  national  bank;  or 
a  State  bank  consolidating  with  a  national  bank  or  two  or  more 
national  banks  that  may  consolidate. 

Section  7  fc)  fd)  and  (e).     These  sections  provide  for  the 
establishment  of  new  branches  of  national  banks.    First,  a  national 
bank  desiring  to  operate  a  branch  must  be  located  in  a  State  which 
permits  State  banks  to  have  branches,  and  second,  it  must  be  located 
in  a  city  having  over  25,000  population. 
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If  these  conditions  are  met,  a  branch  is  allowed  or  branches  per- 
mitted under  the  following  restrictions;     1  branch  in  a  cit^-  having 
a  ;population  over  E5,000  and  not  greater  than  50,000;  2  bra^iches 
in  a  city  of  50,000  but  not  over  100,000;  and  if  located  in  a  city 
of  population  greater  than  100,000,   it  may  have  the  number  permitted 
by  the  Comptroller  of  the  Currency. 

Section  7  (f).     This  section  defines  the  term  "branch"  as 
being  any  place  away  from  the  main  office  where  deposits  are  re- 
ceived, checks  paid,  money  loaned,  or  any  business  carried  on  at 
the  main  office. 

Section  7  (g).     This  section  refers  to  foreign  branches  of 
national  banks  and  leaves  their  present  status  unchanged. 

Section  7  fh).     This  section  defines  "State  banks",  "bank" 
or  "banks"  wherever  used  in  Section  7  to  include  trust  companies, 
savings  banks,  or  any  other  such  corporations  or  institutions 
carrying  on  the  business  of  banking  under  the  authority  of  any 
State  law. 

Section  8.     This  section  simply  legalizes  the  business  of 
banking  that  may  be  carried  on  in  a  branch  or  branches  of  national 
banks  lawfully  established. 

Section  9.     The  section  is  in  two  parts  as  follows: 
First,  this  amendment  will  do  away  with  regulation  H  promul- 
gated by  the  Federal  Reserve  Board  which  prescribes  conditions 
under  which  an  applying  bank  may  become  a  member  of  the  Federal 
Reserve  System.     It  was  claimed  that  there  was  no  statutory  author- 
ization for  the  Board  to  make  such  a  regulation  and,  therefore,  it 
had  met  with  considerable  objection  from  State  bank  members  and 
State  bank  supervisors.     Hereafter  admission  to  the  Federal  Reserve 


System  must  be  based  on  the  provisions  of  the  Federal  Reserve  Act. 

second.     This  section  also  sets  forth  conditions  under  which 
State  bank  members  may  retain  and  operate  a  branch  or  branches. 
It  provides  that  any  State  bank  member  may  retain  and  operate  any 
branch  or  branches  it  may  have  had  anywhere  at  the  time  of  the 
approval  of  the  Act,  but  that  thereafter  no  State  bank  member  of 
the  Federal  Reserve  System  may  establish  a  branch  beyond  the  limits 
of  the  city,  town,  or  village,  in  which  the  parent  bank  is  located 
without  surrendering  its  membership  in  the  Federal  Reserve  System. 
It  also  provides  that  any  State  bank  upon  becoming  a  stockholder 
oS  a  Federal  Reserve  Bank  may  retain  any  branches  it  ma^  have 
established  up  to  and  on  the  date  of  the  approval  of  this  Act  but 
cannot  become  a  member  without  relinquishing  such  branches  as 
might  have  been  established  after  the  date  of  the  approval  of  the 
Act  beyond  the  limits  of  the  city,  town  or  village  in  which  the 
parent  bank  is  located. 

This  Section  provides  no  restriction  as  to  population  of  a 
city,  town  or  village  in  which  a  State  bank  member  may  establish 
a  branch.     In  fact,  if  the  State  law  authorizes  the  State  banks 
to  have  branches  it  may  establish  branches  in  a  city  of  less  than 
25,000  inhabitants  and  still  retain  its  membership  in  the  Federal 
Reserve  System. 

As  might  be  expected,  the  new  McFadden  bill  has  given  impetus 
to  branch  banking.     Two  large  banks  were  influenced  to  nationalize: 
The  Bank  of  Italy,  the  largest  institution  outside  of  New  York, 
now  known  as  the  Bank  of  Italy  National  Trust  and  Savings  Association; 
and  the  Citizens  and  Southern  Bank  of  Georgia. 
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A  number  of  home-city  branches  have  been  established  with  the 
permission  of  the  Comptroller  of  the  Currency  and  in  the  case  of 
New  Jersey,  branches  are  now  permitted  by  the  State.     This  policy 
was  contingent  upon  the  passage  of  Federal  legislation  allowing 
branches. 

(1)    National  Banks: 

From  the  foregoing  it  will  be  noted  that  the  branch-banking 
provision  of  the  bill  refers  to  national  banks  and  State  bank 
members  of  the  Federal  Reserve  System. 

The  conditions  under  which  a  national  bank  may  retain  or  es- 
tablish and  operate  a  branch  or  branches  may  be  summarized  as 
1 

follows: 

1.  Its  present  branches  in  lawful  operation  may  be  retained. 

2.  Branches  of  State  banks  converting  into  or  consolidating 
with  national  banks  that  were  in  lawful  operation  when  the  act  was 
approved  may  be  continued.     Also  branches  of  two  or  more  national 
banks  that  consolidate  may  be  retained. 

3.  A  national  bank  cannot  establish  new  extra-city  branches 
regardless  of  State  law. 

4.  Intra-city  branches  can  be  established  in  States  permitting 
State  banks  to  operate  branches,  subject  to  the  following  restric- 
tions and  upon  approval  of  the  Comptroller  of  the  Currency: 

fa)    Ho  branches  in  a  city  of  less  than  25,000  inhabitants. 

(b)  One  branch  in  a  city  of  from  25,000  to  50,000  inhabitants. 

(c)  Two  branches  in  cities  of  from  50,000  to  100,000  inhab- 
itants. 

fd)    .Any  number  within  the  discretion  of  the  Comptroller  of 
the  Currency  in  cities  over  100,000. 

1 

Reference  45;  pp  209  and  210 
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5.  Approval  of  the  Comptroller  is  necessary'  for  change  of 
location  of  a  branch. 

6.  The  right  to  retain  present  foreign  branches  and  to 
establish  new  branches  is  not  affected. 

(2)  State  banks  and  trust  companies  in  the  Federal  Reserve 
System: 

Conditions  under  which  State  banks  and  trust  companies 

as  members  of  the  Federal  Reserve  System    may  retain,  establish 

1 

and  operate  branches,  may  be  summarized  as  follows: 
(1)     All  present  branches  may  be  continued. 
(2)      New  branches  outside  the  home  city  cannot  be  established. 

(3)  Hew  intra-city  branches  may  be  established  if  permitted 
under  State  law.     It  will  be  noted  that  State  banks  are  not  subject 
to  the  population  restrictions  as  imposed  upon  national  banks. 

f4)  A  State  bank  desiring  membership  in  the  Federal  Reserve 
System  must  relinquish  all  extra-city  branches  it  may  have  estab- 
lished subsequent  to  the  approval  of  the  McFadden  Bill. 


1 

Reference  45;  p  210. 


-69- 


Section  IV.     Conclusions  and  Deductions; 

This  study  brings  out  the  fact  that  while  some  sections  of 
the  country  have  seen  considerable  branch  banking  development,  27 
States  either  prohibit  branch  banking  or  make  no  provisions  for 
such  a  development.     The  traditional  American  bank  is  one  that 
transacted  all  its  business  under  one  roof  and  dispite  laws  allow- 
ing branches,  the  development  has  not  been  great. 

It  has  been  shown  that  in  the  Soiith,  branch  banking  has  been 
carried  on  more  extensively  than  in  any  other  section  and  in 
California  more  than  in  any  other  State.     In  the  South  this  situation 
did  not  seem  to  cause  any  particular  uneasiness  but  that  can  not 
be  said  of  the  Californian  development. 

Unit  bankers  in  that  State  became  alarmed  and  had  no  trouble 
in  enlisting  the  support  of  national  bank  authorities  who  were 
operating  under  restrictions  and  could  not  compete  on  anything 
like  an  equal  basis  because  of  the  provisions  of  the  National  Bank 
Act  which  did  not  provide  for  branches. 

As  the  case  develops,  it  is  evident  that  the  discussion  among 
the  opponents  of  branch  banks  is  purely  one  based  upon  their  own 
self  interest  rather  than  that  of  the  depositor  and  borrower.  The 
arguments  of  the  proponents  of  branch  banking  are  that  the  system 
makes  for  safety  and  economy.     It  has  been  definitely  proven  that 
failures  among  the  branch  systems  have  been  small  compared  with 
those  of  the  unit  banks. 

Those  who  oppose  branch  banking  claim  that  the  trend  in  that 
direction  leads  to  monopoly.     That  point  up  to  the  present  time  can 
not  seem  to  be  proven,  possibly  because  branch  banking  has  not  gone 
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far  enough  and , therefore ,  remains  only  a  theory  to  be  worked  out. 
In  this  connection,  history  shows  that  in  other  countries  where 
branch  banking  is  in  practice  that  while  one  or  more  systems  may 
be  absorbed  there  still  remains  competition  among  the  remaining 
systems.     Canada  in  1885  had  41  independent  banks  with  branches 
and  in  1924  had  14  independent  banks  with  branches,  but  it  cannot 
be  said  that  there  still  remains  no  competition  and  that  a  monopoly 
exists  where  the  money  power  is  directed  to  the  advantage  of  a 
few  and  to  the  disadvantage  of  many.     In  competition  between  large 
systems  there  would,  however,  be  a  monopoly*  of  opportunity. 

It  seems  fair  to  say  that  if  the  trends  in  branch  banking  up 
to  the  time  of  the  passage  of  the  McFadden  Bill  had  in  them  the 
possibilities  of  monopoly  that  the  idea  to  dominate  was  not  the 
foremost  one  in  the  minds  of  the  bankers  operating  branch  systems. 
If  it  were,  it  is  safe  to  say  that  State-wide  expansion  would  have 
been  the  aim  of  these  bankers.     Records  show,  however,  that  ex- 
pansion in  that  direction  has  been  on  the  whole  very  limited. 
In  the  field  of  the  home-city  branch  bank,  the  development  has 
been  more  marked  and  more  uniformly  practiced,  laws  permitting. 
The  home-city  branch  is  usually  established  to  afford  convenient 
accommodation  to  customers  who  because  of  congested  traffic  con- 
ditions brought  about  by  the  automobile,  find  it  alimost  out  of  the 
question  to  call  at  the  main  office  which  is  usually  in  the  "down- 
town" district. 

In  this  type  of  development.  Congress  has  gone  on  record  as 
approving  of  it  in  the  passage  of  the  McFadden  Bill  which  allows 
national  banks  to  establish  home-city  branches.     The  question,  how- 
ever, arises  whether  the  National  Bank  Act  would  have  been  changed 
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to  allow  branches  if  competition  from  the  State  banks  had  not 
resulted  in  causing  a  number  of  national  banks  to  take  out  State 
charters  and  thereby  weaken  to  some  extent  the  position  of  the 
Federal  Reserve  System.     It  is  reasonable  to  suppose  that  such 
action  might  have  been  taken  at  a  later  date,  but  certainly  not 

as  soon  as  it  was. 

The  McFadden  Bill  was  the  outgrowth  of  recommendations  of  the 
Comptroller  of  the  Currency  whose  position  was  undeniably  that 
of  preserving  the  national  banks  on  as  nearly  an  equality  with  the 
State  banks  as  possible  but  not  to  allow  extra-city  branches, 
which  he  termed  "absentee"  banking.    Following  out  this  idea  in 
the  case  of  State  banks  in  the  Federal  Reserve  System  (the  only 
ones  possible  of  any  Federal  control).  Congressman  McFadden  had 
included  in  his  bill  the  provision  that  State  banks  in  the  System 
could  not  establish  more  extra-city  branches.     In  discussions  on 
this  Section,  it  was  predicted  by  some  that  certain  large  branch 
banking  systems  in  California  would  withdraw  from  the  Federal 
Reserve  System  rather  than  be  denied  the  right  to  have  branches, 
but  the  sponsor  of  the  bill  declared  that  the  future  welfare  and 
status  of  national  banks  in  the  rest  of  the  country  more  than 
counterbalanced  any  loss  the  Federal  Reserve  System  might  sustain 
in  such  banks  leaving  the  System.     It  is  evident  here  again  that 
it  was  more  the  anxiety  of  the  future  of  the  national  banks,  which 
are.  the  mainstay  of  the  Federal  Reserve  System,  that  brought  up 
the  question  of  branch  banking  and  resulted  in  the  passage  of 
legislation  to  permit  national  banks  to  have  branches  and  to  re- 
strict State-wide  activities  of  State  banks,  than  a  measure  based 
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upon  the  result  of  a  study  of  what  would  result  in  the  greatest 
economy  to  society. 

Changes  in  the  economic  and  social  order  always  bring  about 
changes  in  the  institutions  that  are  a  part  of  it.     Changes  in  the 
economic  order  and  social  conditions  forced  the  issue  of  branch 
banking  to  the  forefront.     Legal  restrictions  in  21  States  up  to 
the  time  of  the  McFadden  Bill  held  branch  banking  in  check  and 
with  the  passage  of  that  Bill  the  conditions  in  those  States  still 
remain  the  same.     In  the  other  States  extra -city  branch  banking 
will  be  curbed  but  further  development  of  the  home-city  branch  will 
result . 

It  is  not  too  much  to  say  that  where  economies  can  be  effected 
by  mergers,  and  banks  with  branches  be  more  economically  operated, 
that  larger  institutions  will  be  organized  and  operated,  and  that 
as  the  country  grows  we  shall  experience  further  development  in 
branch  banking.     It  is  possible,  too,  that  the  opposition  to  branch 
banking  in  the  States  now  prohibiting  it  altogether  will  lessen 
in  time  and  that  even  further  lattitude  will  be  allowed  banks 
operating  branch  banks  in  the  other  States. 

There  seems  to  be  little  doubt  that  from  the  standpoint  of 
economy  the  system  of  branch  banking  is  the  only  logical  one,  but 
in  a  country  like  the  United  States  where  the  policy  has  been  pri- 
marily that  of  the  unit  bank,  there  are  many  obstacles  such  as 
tradition,  public  policy  and  self-interest  to  be  overcome  be- 
fore branch  banking  will  attain  anything  like  that  found  in  other 
countries. 
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TABLE  I.     -    Number  of  branches  in  operation  ^ears 


(Including  only  branches  in  operation 

in  June 

Year 

Total 

In  Home 

Ou1 

City 

Home 

1924 

2233 

1463 

770 

19E3 

1882 

1203 

679 

192£ 

1602 

1000 

602 

\J 

19E1 

1211 

737 

474 

1920 

1052 

629 

423 

1919 

857 

481 

376 

1918 

754 

411 

343 

1917 

696 

382 

1916 

626 

338 

1915 

565 

306 

1914 

507 

271 

2-'=56 

1913 

462 

238 

224 

1912 

416 

208 

PHR 
a\jo 

1911 

360 

177 

X  c?  o 

1910 

329 

161 

X  o 

1909 

305 

151 

1  p;4 

1908 

275 

132 

J.  to 

1907 

250 

116 

1  ''?4 

1906 

221 

104 

117 

JLX  f 

1905 

166 

80 

OD 

1904 

148 

72 

f  O 

1903 

120 

61 

RQ 
O? 

1902 

95 

47 

1901 

71 

29 

1900 

60 

24 

36 

1895-1899 

48 

18 

30 

1890-1894 

24 

8 

1  A 

1885-1889 

8 

3 

5 

1880-1884 

4 

2 

2 

1875-1879 

3 

2 

1 

1870-1874 

3 

2 

1 

1865-1869 

1 

1 

1 

From  Federal  Reserve  Bulletin, 

December,  1924; 

p  935. 
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TABLE  II.     Resources  of  Banks  Operating  and  Not  Operating  Branches, 
by  States,  June,  19E4. 

fin  thousands  of  dollars) 


State  Total 
United  States  $49,377,650 


Operating 
Branches 
.$15,973,161 


22,103 
2,063,105 

47,712 
118 ,360 
163,319 
198,398 
116,102 

33,506 
248,564 

97, 607 
141,909 


not  Operating 
Branches 
$33,404,488 


58 ,486 
1,094,730 

51 , 449 
137,299 
294,721 
423,779 
343,315 
248,529 

84,663 
388,965 
486,044 
-  81,920 


214,198 
197,806 
686,298 
3,949,546 
1,557,922 


412,317 
668,357 
205,050 
4,389,855 


State-wide  branch 
banking  permitted 

Arizona 

California 

Delaware 

Dist.  of  Col. 

Georgia 

Maryland 

North  Carolina 

South  Carolina 

Rhode  Island 

Tennesee 

Virginia 

Wyoming 

Branch-banking  re- 
stricted as  to 
locality  

Louisiana 

Maine 

Massachusetts 
New  York 
Ohio 

Branch  Offices  or 
agencies  but  not 
branches  

Kentucky 

Michigan 

Mississippi 

Pennsylvania 

Now  prohibited  ~ 
branches  establish- 
ed prior  to  exist- 
ing  laws  

Alabama 

Arkansas 

Florida 

Indiana 

Minnesota 

Nebraska 

New  Jersey 

Oregon 

Washington 

Wisconsin 


80,589 
3,157,835 

99,161 
255,659 
458,040 
622,177 
459,417 
282,035 
327,227 
486,572 
627,953 

81,920 


469,305 
286,336 
1,842,172 
11,495,629 
2,725,910 


520,078 
1,625,298 

231,775 
5,154,850 


300,919 
250,679 
346,763 
1.004,973 
1,067,352 
535,429 
1,683,244 
310,923 
463,935 
942,359 


255,107 
88,530 
1,155,874 
7,546,183 
1,167,988 


107,761 
956,941 
26,725 
764,995 


All  other  Statesll,161,'l36 


7,915 
1,713 
1,449 
56,961 
168,771 
9,805 
279,020 
542 
43,769 
88,628 


293,004 
248,966 
345,314 
948,012 
898,581 
525,624 
1.404,224 
310,381 
420,166 
853,831 

11,181,136 
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States  expressly  prohibiting  branch  banking:  Colorado, 
Connecticut,  Idoho,  Illinois,  Missouri,  ITevada,  New  Mexico, 
Texas  and  Utah.     Without  express  statutory  prohibition,  but 
branches  not  permitted:     Iowa,  Kansas,  Montana,  Hew  Hampshire, 
North  Daketa,  Oklahoma,  South  Dakota,  Vermont  and  West  Virginia. 
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TABLE  III.     Number  of  Branches  In  and  Outside  of  Home  City, 
by  States,  June  19£4. 


In  Home  Outside  of 

State  Total  City  Home  City 

United  States  1163  TTo 

State-Wide  branch 

banking  permitted 

Arizona  80    20 

California  538                  249  289 

Delaware  18                      1  17 

Dist  of  Col.  19                    19  ^— 

Georgia  53                   12  41 

Maryland  72                    24  48 

north  Carolina  67                      7  60 

South  Carolina  20                     5  15 

Rhode  Island  19                     5  14 

Tennesee  53                    23  30 

Virginia  45                   22  23 

Wyoming       

Branch-banking  re- 
stricted as  to 

locality  

Louisiana  93                    45  48 

Maine  47                      1  46 

Massachusetts  74                    62  12 

New  York  359  359   

Ohio  203                  182  21 

Branch  Offices  or 

agencies  but  not 

branches  

Kentucky  12  12   

Michigan  332                  327  5 

Mississippi  25                      1  24 

Pennsylvania  82                   B8  14 

Now  prohibited  - 
branches  establish- 
ed prior  to  exist- 
ing lavv's 


19 
3 
1 
1 


Alabama  19   

Arkansas  3   

Florida  1   

Indiana                    8  7 

Minnesota              11  H 

Nebraska                  2  £ 

New  Jersey             21  IQ-  n 

Oregon  i    ^ 

Washington              7  i  5 

Wisconsin                9  8  1 

All  other  states    

»  — — ■ 
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[Public — No.  639 — 69th  Congress] 
[H.  R.  2] 

An  Act  To  further  amend  the  national  banking  laws  and  the 
Federal  Reserve  Act,  and  for  other  purposes. 

Be  it  enaeted  hy  the  Senate  and  House  of  Representatives  of  the 
United  States  of  America  in  Congress  assemhled,  That  the  Act 
entitled  "An  Act  to  provide  for  the  consolidation  of  national 
banking  associations,"  approved  November  7,  1918,  be  amended  by 
adding  at  the  end  thereof  a  new  section  to  read  as  f ollovrs : 

"  Sec.  3.  That  any  bank  incorporated  under  the  laws  of  any  State, 
or  any  bank  incorporated  in  the  District  of  Columbia,  may  be 
consolidated  with  a  national  banking  association  located  in  the 
same  county,  city,  town,  or  village  imder  the  charter  of  such 
national  banking  a.ssociation  on  such  terms  and  conditions  as  may 
be  lawfully  agreed  upon  by  a  majority  of  the  board  of  directors  of 
each  association  or  bank  proposing  to  consolidate,  and  which  agree- 
ment shall  be  ratified  and  confirmed  by  the  affirmative  vote  of  the 
shareholders  of  each  such  association  or  bank  owning  at  least  two- 
thirds  of  its  capital  stock  outstanding,  or  by  a  greater  proportion 
of  such  capital  stock  in  the  case  of  such  State  bank  if  the  laws  of 
the  State  where  the  same  is  organized  so  require,  at  a  meeting  to 
be  held  on  the  call  of  the  directors  after  jDublishing  notice  of  the 
time,  place,  and  object  of  the  meeting  for  four  consecutive  weeks 
in  some  newspaper  of  general  circulation  published  in  the  place 
where  the  said  association  or  bank  is  situated,  and  in  the  legal 
newspaper  for  the  publication  of  legal  notices  or  advertisements^ 
if  any  such  paper  has  been  designated  by  the  rules  of  a  court  in 
the  county  where  such  association  or  bank  is  situated,  and  if  nq 
newspaper  is  published  in  the  place,  then  in  a  paper  of  general 
circulation  published  nearest  thereto,  unless  such  notice  of  meeting 
is  waived  in  writing  by  all  stockholders  of  any  such  association, 
or  bank,  and  after  sending  such  notice  to  each  shareholder  of  record 
by  registered  mail  at  least  ten  days  prior  to  said  meeting,  but  any 
additional  notice  shall  be  given  to  the  shareholders  of  such  State 
bank  which  may  be  required  by  the  laws  of  the  State  where  the 
same  is  organized.  The  capital  stock  of  such  consolidated  association 
shall  not  be  less  than  that  required  under  existing  law  for  the 
organization  of  a  national  baulking  association  in  the  place  in  which, 
such  consolidated  association  is  located ;  and  all  the  rights,  franchises, 
and  interests  of  such  State  or  District  bank  so  consolidated  with  a 
national  banking  association  in  and  to  every  species  of  property, 
real,  personal,  and  mixed,  and  choses  in  action  thereto  belonging- 
shall  be  deemed  to  be  transferred  to  and  vested  in  such  national 
banking  association  into  which  it  is  consolidated  without  any  deed 
or  other  transfer,  and  the  said  consolidated  national  banking  asso- 
ciation .shall  hold  and  enjoy  the  same  and  all  rights  of  property, 
franchises,  and  interests  including  the  right  of  succession  as  trustee, 
executor,  or  in  any  other  fiduciary  capacity  in  the  same  manner  and 
to  the  same  extent  as  was  held  and  enjoyed  by  such  State  or  District 
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bank  so  consolidated  with  such  national  banking  association.  When 
such  consolidation  shall  have  been  effected  and  approved  by  the  comp- 
troller any  shareholder  of  either  the  association  or  of  the  State  or 
District  bank  so  consolidated,  who  has  not  voted  for  such  consolida- 
tion, may  give  notice  to  the  directors  of  the  consolidated  association 
within  twenty  days  from  the  date  of  the  certificate  of  approval  of  the 
comptroller  that  he  dissents  from  the  plan  of  consolidation  as 
adopted  and  approved,  whereupon  he  shall  be  entitled  to  receive  the 
value  of  the  shares  so  held  by  him,  to  be  ascertained  by  an  appraisal 
made  by  a  committee  of  three  persons,  one  to  be  selected  by  the 
shareholder,  one  by  the  directors  of  tlie  consolidated  association,  and 
the  third  by  the  two  so  chosen;  and  in  case  the  value  so  fixed  shall 
not  be  satisfactory  to  such  shareholder  he  may  within  five  days  after 
being  notified  of  the  appraisal  appeal  to  the  Comptroller  of  the 
Currenc}',  who  shall  cause  a  reappraisal  to  be  made,  which  shall  be 
final  and  binding;  and  the  consolidated  association  shall  pay  the 
expenses  of  reappraisal,  and  the  value  as  ascertained  by  such 
appraisal  or  reappraisal  shall  be  deemed  to  be  a  debt  due  and  shall 
be  forthAvith  paid  to  said  shareholder  by  said  consolidated  associa- 
tion, and  the  shares  so  paid  for  shall  be  surrendered  and,  after  due 
tiotice,  sold  at  public  auction  within  thirty  days  after  the  final 
appraisement  provided  for  in  this  Act;  and  if  the  shares  so  sold  at 
public  auction  shall  be  sold  at  a  price  greater  than  the  final 
appraised  value,  the  excess  in  such  sale  price  shall  be  paid  to  the 
said  shareholder;  and  the  consolidated  association  .shall  have  the 
right  to  purchase  such  shares  at  public  auction,  if  it  is  the  highest 
bidder  therefor,  for  the  purpose  of  reselling  such  shares  within 
thirty  days  thereafter  to  such  person  or  persons  and  at  such  price 
as  its  board  of  directors  by  resolution  may  determine.  The  liquida- 
tion of  such  shares  of  stock  in  any  State  bank  .shall  be  determined 
in  the  manner  prescribed  by  the  law  of  the  State  in  such  cases  if 
such  provision  is  made  in  the  State  law;  otherwise  as  hereinbefore 
provided.  No  such  consolidation  shall  be  in  contravention  of  the 
law  of  tlie  State  under  which  such  bank  is  incorporated. 

"  The  woi  d.s  '  State  bank,'  '  State  banks,'  '  bank,'  or  '■  banks,'  as 
used  in  tliis  section,  shall  be  held  to  include  trust  companies,  savings 
banks,  or  other  such  corporations  or  institutions  cari-ying  on  the 
banking  business  under  the  authority  of  State  laws." 

Sec.  2.  (a)  That  .siiction  5136  of  the  Eevised  Statutes  of  the 
United  States,  subsection  "  second  "  thereof  as  amended,  be  amended 
to  read  as  follows : 

"  Second.  To  have  succession  from  the  date  of  the  approval  of 
this  Act,  or  fjom  the  date  of  its  organization  if  organized  after  such 
date  of  approval  until  such  tim.e  as  it  be  dissolved  by  the  act  of  its 
shareholders  owning  two-tliirds  of  its  stock,  or  until  its  fra^ichise 
becomes  forfeited  by  reason  of  violation  of  law,  or  until  terminated 
by  either  ti  general  or  a  special  Act  of  Congress  or  until  its  a  [fairs 
be  placed  in  the  liands  of  a  receiver  and  finally  wound  up  by  him." 

(b)  That  section  5136  of  the  Revised  Statutes  of  the  United 
States,  subsection  "  seventh  "  thereof,  be  further  amended  by  adding 
at  the  end  of  the  first  paragi-aph  thereof  the  follovving : 

"  Provided,  Tliat  the  business  of  buying  and  selling  investment 
securities  shall  hereafter  be  limited  to  bujdng  and  selling  -vrtthout 
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recourse  marketable  obligations  evidencing  indebtedness  of  any 
person,  copartnership,  association,  or  corporation,  in  the  form  of 
bonds,  notes  and/or  debentures,  commonly  known  as  investment 
securities,  under  such  further  definition  of  the  term  '  investment 
securities '  as  may  by  regulation  be  prescribed  by  the  Comptroller 
of  the  Currency,  and  the  total  amount  of  such  investment  securities 
of  any  one  obligor  or  maker  held  by  such  association  shall  at  no 
time  exceed  25  per  centum  of  the  amount  of  the  capital  stock  of  such 
association  actually  paid  in  and  unimpaired  and  25  per  centum  of 
its  unimpaired  surplus  fund,  but  this  limitation  as  to  total  amount 
shall  not  apply  to  obligations  of  the  United  States,  or  general 
obligations  of  any  State  or  of  any  political  subdivision  thereof,  or 
obligations  issued  under  authority  of  the  Federal  Farm  Loan  Act: 
And  provided  further,  That  in  carrying  on  the  business  commonly 
known  as  the  safe-deposit  business  no  such  association  shall  invest 
in  the  capital  stock  of  a  corporation  organized  under  the  law  of  any 
State  to  conduct  a  safe-deposit  business  in  an  amount  in  excess  of 
15  per  centum  of  the  capital  stock  of  such  association  actually  paid 
in  and  unimpaired  and  15  per  centum  of  its  unimpaired  surplus," 
so  that  the  subsection  as  amended  shall  read  as  follows : 

"  Seventh.  To  exercise  by  its  board  of  directors,  or  duly  authorized 
officers  or  agents,  subject  to  law,  all  such  incidental  powers  as  shall 
be  necessary  to  carry  on  the  business  of  banking;  by  discounting 
and  negotiating  promissory  notes,  drafts,  bills  of  exchange,  and 
other  evidences  ©f  debt;  by  receiving  deposits;  by  buying  and 
selling  exchange,  coin,  and  bullion;  by  loaning  money  on  personal 
security;  and  by  obtaining,  issuing,  and  circulating  notes  according 
to  the  provisions  of  this  title :  Provided,  That  the  business  of  buying 
and  selling  investment  securities  shall  hereafter  be  limited  to  buying 
and  selling  without  recourse  marketable  obligations  evidencing 
indebtedness  of  any  person,  copartnership,  association,  or  corpora- 
tion, in  the  form  of  bonds,  notes  and/or  debentures,  commonly 
known  as  investment  securities,  under  such  further  definition  of  the 
term  '  investment  securities '  as  may  by  regulation  be  prescribed  by 
the  Comptroller  of  the  Currency,  and  the  total  amount  of  such 
investment  securities  of  any  one  obligor  or  maker  held  by  such 
association  shall  at  no  time  exceed  25  per  centum  of  the  amount  of 
the  capital  stock  of  such  association  actually  paid  in  and  unimpaired 
and  25  per  centum  of  its  unimpaired  surplus  fund,  but  this  limitation 
as  to  total  amount  shall  not  apply  to  obligations  of  the  United 
States,  or  general  obligations  of  any  State  or  of  any  political 
subdivision  thereof,  or  obligations  issued  under  authority  of  the 
Federal  Farm  Loan  Act:  And  provided  further,  That  in  carrying 
on  the  business  commonly  known  as  the  safe  deposit  business  no 
such  association  shall  invest  in  the  capital  stock  of  a  corporation 
organized  under  the  law  of  any  State  to  conduct  a  safe  deposit 
business  in  an  amount  in  excess  of  15  per  centum  of  the  capital 
stock  of  such  association  actually  paid  in  and  unimpaired  and  15 
per  centum  of  its  unimpaired  surplus. 

"  But  no  association  shall  transact  any  business  except  such  as  is 
incidental  and  necessarily  preliminary  to  its  organization,  until  it 
has  been  authorized  by  the  Comptroller  of  the  Currency  to  com- 
mence the  business  of  banking." 
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Sec.  3.  That  section  5137  of  the  Revised  Statutes  of  the  United 
States,  subsection  "First"  thereof,  be  amended  to  read  as  follows: 

"  First.  Such  as  shall  be  necessary  for  its  accommodation  in  the 
transaction  of  its  business." 

Seo.  4.  That  section  5138  of  the  Revised  Statutes  of  the  United 
States,  as  amended,  be  amended  to  read  as  follows : 

"  Sec.  5138.  No  national  banking  association  shall  be  organized 
■with  a  less  capital  than  $1(X),000,  except  that  such  associations  with 
a  capital  of  not  less  than  $50,000  may,  Avith  the  approval  of  the 
Secretary  of  the  Treasury,  be  organized  in  any  place  the  popula- 
tion of  which  does  not  exceed  six  thousand  inhabitants,  and  except 
that  such  associations  with  a  capital  of  not  less  than  $25,000  may, 
with  the  sanction  of  the  Secretary  of  the  Treasury,  be  organized  in 
any  place  the  population  of  which  does  not  exceed  <hree  thousand 
inhabitants.  No  such  association  shall  be  organized  in  a  city  the 
population  of  which  exceeds  fifty  thousand  persons  with  a  capital 
of  less  than  $200,000,  except  that  in  the  outlying  districts  of  such  a 
cit}',  where  the  State  laws  permit  the  organization  of  State  banks 
with  a  capital  of  $100,000  or  less,  national  banking  associations  now 
organized  or  hereafter  organized  may,  with  the  approval  of  the 
Comptroller  of  the  Currency,  liave  a  capital  of  not  less  than 
$100,000." 

Skc",  5.  That  section  6142  of  the  Revised  Statutes  of  the  United 
States,  as  amended,  be  amended  to  read  as  follows: 

Sec.  5142.  Any  national  banking  association  may,  with  the 
apprfivid  of  the  Comptroller  of  the  Currency,  and  by  a  vote  of 
shareholders  owning  two-thirds  of  the  stock  of  such  associations, 
increase  its  capital  .stock  to  any  sum  approved  by  the  said  comp- 
troller, but  no  increase  in  capital  shall  be  valid  until  the  whole 
amount  of  such  increa.se  is  ])aid  in  and  notice  thereof,  duly  acknowl- 
edged before  a  notary  public  by  the  president,  vice  president,  or 
casliier  of  said  association,  has  been  transmitted  to  the  Comptroller 
of  the  Currency  and  his  certificate  obtained  specifying  the  amount 
of  such  increase  in  capital  stock  and  his  approval  thereof,  and 
that  it  has  been  duly  paid  in  as  part  of  tiie  capital  of  such  association : 
Pt'ovuled,  however.  That  a  national  banking  association  may,  with 
the  approval  of  the  Comptroller  of  the  Currency,  and  by  the  vote 
of  .shareliolders  owning  two-thirds  of  tlie  stock  of  such  as.sociation, 
increase  its  capital  stock  by  the  declaration  of  a  stock  dividend, 
provided  that  the  surplus  of  said  assodation,  after  the  approval  of 
the  increase,  shall  be  at  least  equal  to  20  per  centum  of  the  capital 
stock  as  inci'eased.  Such  increase  .shall  not  be  effective  until  a 
certificate  certifying  to  such  declaration  of  dividend,  signed  by  the 
president,  vice  president,  or  cashier  of  said  as.sociation  and  duly 
acknowledged  before  a  notary  public,  shall  have  been  forwarded 
to  the  Comptroller  of  the  Currency  and  his  ceitificate  obtained  speci- 
fj'ing  the  amount  of  such  increase  of  capital  .stock  by  stock  dividend, 
and  his  approval  thereof." 

Sec.  G.  That  section  5150  of  the  Revi.sed  Statutes  of  the  United 
States  be  amended  to  read  as  follows : 

"  Skc.  5150.  The  president  of  the  bank  shall  be  a  member  of  the 
board  and  shall  be  the  chairman  thereof,  but  the  board  may  designate 
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a  director  in  lieu  of  the  president  to  be  chairman  of  the  board, 
who  shall  perform  siioh  duties  as  may  be  designated  by  the  board." 

Sec.  7.  That  section  5155  of  the  Revised  Statutes  of  the  United 
States  be  amended  to  read  as  follows : 

"  Sec.  5155.  The  conditions  upon  which  a  national  banking  asso- 
ciation may  retain  or  establish  and  operate  a  branch  or  branches  are 
the  following: 

"(a)  A  national  banking  association  may  retain  and  operate 
such  branch  or  branches  as  it  may  have  in  lawful  operation  at  the 
date  of  the  approval  of  this  Act,  and  any  national  banking  associa- 
tion which  has  continuously  maintained  and  operated  not  more  than 
one  branch  for  a  period  of  more  than  twenty-five  years  immediately 
preceding  the  approval  of  this  Act  may  continue  to  maintain  and 
operate  such  branch. 

"(b)  If  a  State  bank  is  hereafter  converted  into  or  consolidated 
with  a  national  banking  association,  or  if  two  or  more  national  bank- 
ing associations  are  consolidated,  such  converted  or  consolidated 
association  may,  with  respect  to  any  of  such  banks,  retain  and  oper- 
ate any  of  their  branches  which  may  have  been  in  lawful  operation 
by  any  bank  at  the  date  of  the  approval  of  the  Act. 

"(c)  A  national  banking  association  may,  after  the  date  of  the 
approval  of  this  Act,  establish  and  operate  new  branches  within  the 
limits  of  the  city,  town,  or  village  in  which  said  association  is  situated 
if  such  establishment  and  operation  are  at  the  time  permitted  to 
State  banks  by  the  law  of  the  State  in  question. 

"(d)  No  branch  shall  be  established  after  the  date  of  the  approval 
of  this  Act  within  the  limits  of  any  city,  town,  or  village  of  which 
the  population  by  the  last  decennial  census  was  less  than  twenty-five 
thousand.  No  more  than  one  such  branch  may  be  thus  established 
where  the  population,  so  determined,  of  such  municipal  unit  does  not 
exceed  fifty  thousand ;  and  not  more  than  two  such  branches  where 
the  population  does  not  exceed  one  hundred  thousand.  In  any  such 
municipal  unit  where  the  popidation  exceeds  one  hundred  thousand 
the  determination  of  the  number  of  branches  shall  be  within  the 
discretion  of  the  Comj^troller  of  the  Currency. 

"(e)  No  branch  of  any  national  banking  association  shall  be 
established  or  moved  from  one  location  to  another  without  first 
obtaining  the  consent  and  approval  of  the  Comptroller  of  the 
Currency. 

"(f)  The  term  'branch'  as  used  in  this  section  shall  be  held  to 
include  any  branch  bank,  branch  office,  branch  agency,  additional 
office,  or  any  branch  place  of  business  located  in  any  State  or  Ter- 
ritory of  the  United  States  or  in  the  District  of  Columbia  at  which 
deposits  are  received,  or  checks  paid,  or  money  lent. 

"(g)  This  section  shall  not  be  construed  to  amend  or  repeal  sec- 
tion 25  of  the  Federal  Reserve  Act,  as  amended,  authorizing  the 
establishment  by  national  banking  associations  of  branches  in  for- 
eign countries,  or  dependencies,  or  insular  possessions  of  the  United 
States. 

"(h)  The  words  'State  bank,'  'State  banks,'  'bank,'  or  'banks,' 
as  used  in  this  section,  shall  be  held  to  include  trust  companies, 
savings  banks,  or  other  such  corporations  or  institutions  carrying- 
on  the  banking  business  under  the  authority  of  State  laws." 
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Sec.  8.  That  section  5190  of  the  Revised  Statutes  of  the  United 
States  be  amended  to  read  as  follows : 

"  Sec-.  5190.  The  general  business  of  each  national  banking 
association  sliall  be  transacted  in  the  place  specified  in  its 
organization  certificate  and  in  the  branch  or  branches,  if  anj'-, 
estjiblished  or- maintained  by  it  in  accordance  with  the  provisions  of 
section  5155  of  the  Revised  Statutes,  as  amended  by  this  Act." 

Skc.  9.  That  the  first  paragraph  of  section  9  of  the  Federal 
Reserve  Act,  as  amended,  be  amended  so  as  to  read  as  follows: 

"  Sec.  9.  Any  bank  incorporated  by  special  law  of  any  State,  or 
organized  under  the  general  laws  of  any  State  or  of  the  United 
States,  desiring  to  become  a  member  of  the  Federal  reserve  system, 
may  make  application  to  the  Federal  Reserve  Board,  under  such 
rules  and  regulations  as  it  may  prescribe,  for  the  right  to  subscribe 
to  the  stock  of  the  Federal  reserve  bank  organized  within  the  district 
in  which  the  applying  bank  is  located.  Such  application  shall  be 
for  the  same  amou'it  of  stock  that  the  applying  bank  would  be 
ref}iiired  to  si'bscribe  to  as  a  national  bank.  The  Federal  Reserve 
Board,  subject  to  the  provisions  of  this  Act  and  to  such  conditions 
as  it  may  prescribe  pursuant  thereto  may  permit  the  applj'ing  bank 
to  become  a  stockliolder  of  such  Federal  reserve  bank. 

"Any  such  State  bank  which,  at  the  date  of  the  approval  of  this 
Act,  has  established  and  is  operating  a  branch  or  branches  in 
conformity  with  the  State  law,  may  retain  and  operate  the  same 
while  reniaining  or  upon  becoming  a  stockholder  of  such  Federal 
reserve  bank ;  but  no  such  State  bank  may  retain  or  acquire  stock 
in  a  Federal  reserve  bank  except  upon  I'elinquishment  of  any  branch 
or  branches  established  after  the  date  of  the  approval  of  this  Act 
beyond  the  limits  of  the  cit}',  town,  or  village  in  which  the  parent 
bank  is  situated."  " 

Sec.  10.  That  section  5200  of  the  Revised  Statutes  of  the  United 
States,  as  amended,  be  amended  to  read  as  follows: 

"  Sec.  5200.  The  total  obligations  to  any  national  banking  associa- 
tion of  any  person,  copartnership,  association,  or  corporation  shall 
at  no  time  exceed  10  jier  centimi  of  the  amount  of  the  capital  stock 
of  such  a.ssociation  actually  paid  in  and  unimpaired  and  10  per 
centum  of  its  unimpaired  surplus  fund.  The  term  '  obligations ' 
shall  mean  the  direct  liability  of  tlie  maker  or  acceptor  of  paper 
discounted  with  or  sold  to  such  association  and  the  liability  of  the 
indorser,  drawer,  or  guarantor  who  obtains  a  loan  from  or  discounts 
paper  with  or  sells  paper  under  his  guaranty  to  such  association 
and  shall  include  in  the  case  of  obligations  of  a  copartnersliip  or 
association  the  obligations  of  the  several  members  thereof.  Such 
limitation  of  10  per  centum  shall  be  subject  to  the  following 
exceptions : 

'"(1)  Obligations  in  the  form  of  drafts  or  bills  of  exchange 
drawn  in  good  faith  against  actually  existing  values  shall  not  be 
subject  under  this  section  to  any  limitation  based  upon  such  capital 
and  surplus. 

'•(2)  Obligations  arising  out  of  the  discount  of  commercial  or 
business  paper  actually  owned  by  the  person,  copartnership,  associa- 
tion, or  corporation  negotiating  the  same  shall  not  be  subject  under 
this  section  to  any  limitation  based  upon  such  capital  and  surplus. 
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"(3)  Obligations  drawn  in  good  faith  against  actually  existing 
values  and  secured  by  goods  or  commodities  in  process  of  shipment 
shall  not  be  subject  under  this  section  to  any  limitation  based  upon 
such  capital  and  surplus. 

"(4)  Obligations  as  indorser  or  guarantor  of  notes,  other  than 
commercial  or  business  paper  excepted  under  (2)  hereof,  having  a 
maturity  of  not  more  than  six  months,  and  owned  by  the  person, 
corporation,  association,  or  copartnership  indorsing  and  negotiating 
the  same,  shall  be  subject  under  this  section  to  a  limitation  of  15 
per  centum  of  such  capital  and  surplus  in  addition  to  such  10  per 
centiun  of  such  capital  and  surplus. 

"(6)  Obligations  in  the  form  of  banker's  acceptances  of  other 
banks  of  the  kind  described  in  section  13  of  the  Federal  Reserve 
Act  shall  not  be  subject  under  this  section  to  any  limitation  based 
upon  such  capital  and  surplus. 

"(6)  Obligations  of  any  person,  copartnership,  a,ssociation  or 
corporation,  in  the  form  of  notes  or  drafts  secured  by  shipping 
documents,  warehouse  receipts  or  other  such  documents  transferring 
or  securing  title  covei'ing  readily  marketable  nonperishable  staples 
when  such  property  is  fully  covered  by  insurance,  if  it  is  customary 
to  insure  such  staples,  shall  be  subject  under  this  section  to  a  limita- 
tion of  15  per  centum  of  such  capital  and  surplus  in  addition  to 
such  10  per  centum  of  such  capital  and  surplus  when  the  market 
value  of  such  staples  securing  such  obligation  is  not  at  any  time  less 
tlian  115  per  centum  of  the  face  amoimt  of  such  obligation,  and  to  an 
additional  increase  of  limitation  of  6  per  centum  of  such  capital  and 
surplus  in  addition  to  such  25  per  centum  of  such  capital  and  surplus 
when  the  market  value  of  such  staples  securing  such  additional 
obligation  is  not  at  any  time  less  than  120  per  centum  of  the  face 
amount  of  such  additional  obligation,  and  to  a  further  additional 
increase  of  limitation  of  5  per  centum  of  such  capital  and  surplus 
in  addition  to  such  30  per  centum  of  such  capital  and  sui-plus 
when  the  market  value  of  such  staples  securing  such  additional 
obligation  is  not  at  any  time  less  than  125  per  centum  of  the  face 
amount  of  such  additional  obligation,  and  to  a  further  additional 
increase  of  limitation  of  5  per  centum  of  such  capital  and  surplus 
in  addition  to  such  35  per  centum  of  such  capital  and  surplus  when 
the  market  value  of  such  staples  securing  such  additional  obligation 
is  not  at  any  time  less  than  130  per  centum  of  the  face  amount  of  such 
additional  obligation,  and  to  a  further  additional  increase  of  limita- 
tion of  5  per  centum  of  such  capital  and  surplus  in  addition  to  such 
40  per  centum  of  such  capital  and  surplus  when  the  market  value 
of  such  staples  securing  such  additional  obligation  is  not  at  any 
time  less  than  135  per  centum  of  the  face  amount  of  such  additional 
obligation,  and  to  a  further  additional  increase  of  limitation  of 
5  per  centum  of  such  capital  and  surplus  in  addition  to  such  45 
per  centum  of  such  capital  and  surplus  when  the  market  value  of 
such  staples  securing  such  additional  obligation  is  not  at  any  time 
less  than  140  per  centum  of  the  face  ajnount  of  such  additional 
obligation,  but  this  exception  shall  not  apply  to  obligations  of  any 
one  person,  copartnership,  association  or  corporation  arising  from 
the  same  transactions  and/or  secured  upon  the  identical  staples  for 
more  than  ten  months. 


8 


[Pub.  639.1 


''(7)  Obligations  of  any  person,  copartnershiij,  association,  or 
corporation  in  the  form  of  notes  or  drafts  secured  by  shipping 
documents  or  instruments  transferring  or  securing  title  covering 
livestock  or  giving  a  lien  on  livestock  when  the  market  value  ot 
tlie  livestock  securing  the  obligation  is  not  at  any  time  less  than 
115  per  centum  of  the  face  amount  of  the  notes  covered  by  such 
documents  shall  be  subject  under  this  section  to  a  limitation  of 
15  per  centum  of  such  capital  and  surplus  in  addition  to  such  10 
per  centum  of  such  capital  and  surplus. 

''(8)  Obligations  of  any  person,  copartnership,  association,  or 
corporation  in  the  form  of  notes  secured  by  not  less  than  a  like 
amount  of  bonds  or  notes  of  the  United  States  issued  since  April 
24,  1917,  or  certificates  of  indebtedness  of  the  United  States,  shall 
(except  to  the  extent  permitted  by  rules  and  regulations  prescribed 
by  the  Gomptroller  of  the  Currency,  with  the  approval  of  the 
Secretary  of  the  Treasury)  be  subject  under  this  section  to  a 
limitation  of  15  per  centum  of  such  capital  and  surplus  in  addition 
to  such  10  per  centum  of  such  capital  and  surplus." 

Sec.  11.  That  section  5202  of  the  Revised  Statutes  of  the  United 
States  as  amended  be  amended  by  adding  at  the  end  thereof  a  new 
paragraph  to  read  as  follows : 

"  Eighth.  Liabilities  incurred  under  the  provisions  of  section  202 
of  Title  II  of  the  Federal  Farm  Loan  Act,  approved  July  17,  1916, 
as  amended  by  tJie  Agricultural  Credits  Act  of  1923." 

Skc.  12.  That  section  5208  of  the  Revised  Statutes  of  the  United 
States  as  amended  be  amended  by  striking  out  the  words  "  or  who 
shall  certify  a  dieck  before  the  amount  thereof  shall  have  been 
regularly  entei-ed  to  the  credit  of  the  drawer  upon  the  books  of  the 
bank,"  and  in  lieu  thereof  inserting  the  following:  "or  who  shall 
certify  a  check  before  the  amount  thereof  shall  have  been  regularly 
deposited  in  the  bank  by  the  drawer  thereof,"  so  that  the  section 
as  amended  shall  read  as  follows : 

"  Sec.  5208.  It  shall  be  unlawful  for  any  officer,  director,  agent, 
or  employee  of  any  Federal  re.serve  bank,  'or  anv  member  bank  as 
defined  in  the  Act  of  December  23,  1913,  known  as  the  Federal 
Reserve  Act,  to  certify  any  check  drawn  upon  such  Federal  reserve 
bank  or  member  b«nk  unless  the  person,  firm,  or  corporation  drawing 
the  check  lias  on  deposit  with  such  Federal  reserve  bank  or  member 
bank,  at  the  time  such  check  is  certified,  an  amount  of  monev  not 
less  than  the  amount  specified  in  such  check.  Any  check  so 
certified  by  a  duly  authorized  officer,  director,  agent,  or  employee 
shall  be  a  good  and  valid  obligation  against  such  Federal  reserve 
bank  or  member  bank ;  but  the  act  of  any  officer,  director,  agent,  or 
employee  of  any  such  Federal  reserve  "bank  or  member  bank  in 
violation  of  this  section  shall,  in  the  discretion  of  the  Federal 
Reserve  Board,  subject  such  Federal  reserve  bank  to  the  penalties 
imposed  by  section  11,  sub.section  (h)  of  the  Federal  Re^serve  Act, 
and  shall  subject  such  member  bank,  if  a  national  bank,  to 
the  liabilities  and  proceedings  on  the  part  of  the  Comptroller  of 
the  Currency  provided  for  in  section  5234,  Revised  Statutes, 
and  sliall,  in  the  discretion  of  tlie  Federal  Reserve  Board,  sub- 
ject any  other  member  bank  to  the  penalties  impo.sed  by  section  9 
of  said  Federal  Reserve  Act  for  the  violation  of  any  of  the  provi- 
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sions  of  said  Act.  Any  offw^er,  director,  agent,  or  employee  of  any 
Federal  reserve  bank  or  member  bank  who  shall  wilifidly  violate 
tlie  provisions  of  this  section,  or  who  shall  rcHOit  to  any  device, 
or  receive  any  fictitious  obligation,  directly  or  collaterally,  in  order 
to  evade  the  provisions  thereof,  or  who  shall  certify  a  check 
before  the  amount  thereof  shall  have  been  regularly  deposited  in  the 
bank  by  the  drawer  thereof,  shall  be  deemed  guilty  of  a  misdemeanor 
and  shall,  on  conviction  thereof  in  any  district  co\irt  of  the  United 
States,  be  fined  not  more  than  $5,000,  or  shall  be  imprisoned  for  not 
more  than  five  years,  or  both,  in  the  discretion  of  the  court." 

Si'X;.  13.  That  section  5211  of  the  Revised  Statutes  of  the  United 
States  as  amended  be  amended  to  read  as  follows : 

"  Sec.  5211.  Every  association  shall  make  to  the  Comptroller  of 
the  Currency  not  less  than  three  reports  during  each  year,  according 
to  the  form  which  may  be  prescribed  by  him,  verified  by  the  oath  or 
affirmation  of  the  president,  or  of  the  cashier,  or  of  a  vice  president, 
or  of  an  assistant  cashier  of  the  association  designated  by  its  board 
of  directors  to  verify  such  reports  in  the  absence  of  the  president 
and  cashier,  taken  before  a  notary  public  properly  authorized  and 
commissioned  by  the  State  in  which  such  notary  resides  and  the 
association  is  located,  or  an}'^  other  ofiicer  having  an  official  seal, 
authorized  in  such  State  to  administer  oaths,  and  attested  by  the 
isig-nature  of  at  least  three  of  the  directors.  Each  such  report  shall 
exhibit,  in  detail  and  under  appropiiate  heads,  the  resources  and 
liabilities  of  the  association  at  the  close  of  business  on  any  past  day 
by  him  specified,  and  shall  be  transmitted  to  the  comptroller  within 
five  days  after  the  receipt  of  a  request  or  requisition  therefor  from 
him;  and  the  statement  of  resources  and  liabilities,  together  with 
acknowledgment  and  attestation  in  the  same  form  in  which  it  is 
made  to  the  comptroller,  shall  be  published  in  a  newspaper  published 
in  the  place  where  such  association  is  established,  or  if  there  is  no 
newspaper  in  the  place,  then  in  the  one  published  nearest  thereto  in 
the  same  county,  at  the  expense  of  the  association;  and  such  proof 
of  publication  shall  be  furnished  as  may  be  required  by  the  comp- 
troller. The  comptroller  shall  also  have  power  to  call  for  special 
reports  from  any  particular  association  whenever  in  his  judgment 
tlie  same  are  necessary  in  order  to  obtain  a  full  and  complete 
knowledge  of  its  condition." 

Sec.  15.  That  section  22  of  the  Federal  Reserve  Act,  subsection 
(a),  paragraph  2  thereof,  be  amended  to  reaxl  as  follows: 

"(a)  No  member  ban'?:  and  no  officer,  director,  or  empio3^ee  thereof 
shall  hereafter  make  any  loan  or  gi-ant  any  gratuity  to  any  bank 
examiner.  Any  bank  officer,  director,  or  employee  violating  this 
provision  shall  be  deemed  guilty  of  a  misdemeanor  and  shall  be 
imprisoned  not  exceeding  one  year,  or  fined  not  more  than  $5,000, 
or  both,  and  may  be  fined  a  further  sum  equal  to  the  money  so 
loaned  or  gratuity  given. 

"Any  examiner  or  assistant  examiner  who  shall  accept  a  loan  or 
gratuity  from  any  bank  examined  by  liim,  or  from  an  officer, 
director,  or  employee  thereof,  or  who  .shall  st^al,  or  unlawfully  take, 
or  unlawfully  conceal  any  money,  note,  draft,  bond,  or  security  or 
any  other  property  of  value  in  the  pos.session  of  any  member  bank  or 
from  any  safe  deposit  box  in  or  adjacent  to  the  premises  of  such 
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bank,  shall  be  deemed  guilty  of  a  misdemeanor  and  shall,  upon 
conviction  thereof  in  any  district  court  of  the  United  States,  be 
imprisoned  for  not  exceeding  one  year,  or  fined  not  more  than 
$5,000,  or  both,  and  may  be  fined  a  further  sum  equal  to  the  money 
so  loaned,  gratuity  given,  or  property  stolen,  and  shall  forever 
thereafter  be  disqualified  from  holding  office  as  a  national  bank 
examiner." 

Sec.  16.  That  section  24  of  the  Federal  Reserve  Act  be  amended 
to  read  as  follows : 

"  Sec.  24.  Any  national  banking  association  may  make  loans 
secured  by  first  lien  upon  improved  real  estate,  including  improved 
farm  land,  situated  within  its  Federal  reserve  district  or  within  a 
radius  of  one  hundred  miles  of  the  place  in  which  such  bank  is 
located,  irrespective  of  district  lines.  A  loan  secured  by  real  estate 
within  the  meaning  of  this  section  shall  be  in  the  form  of  an 
obligation  or  obligations  secured  by  mortgage,  trust  deed,  or  other 
such  instrument  upon  real  estate  when  the  entire  amount  of  such 
obligation  or  obligations  is  made  or  is  sold  to  such  association.  The 
amount  of  any  such  loan  shall  not  exceed  50  per  centum  of  the 
actual  value  of  the  real  estate  offered  for  security,  but  no  such  loan 
upon  such  security  shall  be  made  for  a  longer  term  than  five  years. 
Any  such  bank  may  make  such  loans  in  an  aggregate  sum  including 
in  such  aggregate  any  such  loans  on  which  it  is  liable  as  indorser  or 
guarantor  or  otherwise  equal  to  25  per  centum  of  the  amount  of  the 
capital  stock  of  sucb  association  actually  paid  in  and  unimpaired 
and  25  per  centum  of  its  unimpaired  surplus  fund,  or  to  one-half 
of  its  savings  deposits,  at  the  election  of  the  association,  subject  to 
the  general  limitation  contained  in  section  5200  of  the  Revised 
Statutes  of  the  United  States.  Such  banks  may  continue  hereafter 
as  heretofore  to  receive  time  and  savings  deposits  and  to  pay 
interest  en  the  same,  but  the  rate  of  interest  which  such  banks 
may  pay  upon  sucii  time  deposits  or  upon  savings  or  other  deposits 
shall  not  exceed  the  maxnmnn  rate  authorized  by  law  to  be 
paid  upon  such  deposits  by  State  banks  or  trust  companies  organized 
under  the  laws  of  the  State  wherein  such  national  banking  association 
is  located." 

Sec.  16.  That  section  5139  of  the  Revised  Statutes  of  the  United 
States  be  amended  by  inserting  in  the  first  sentence  thereof  the 
following  words :  "  or  into  shares  of  such  less  amount  as  may  be 
provided  in  the  articles  of  association  "  so  that  the  section  as  amended 
shall  read  as  follows : 

"  Sec.  5139.  The  capital  stock  of  each  association  shall  be  divided 
into  shares  of  $100  each,  or  into  shares  of  such  less  amount  as  may 
be  provided  in  the  articles  of  association,  and  be  deemed  i^ersonal 
property,  and  transferable  on  the  books  of  the  association  in  such 
manner  as  may  be  prescribed  in  the  by-laws  or  articles  of  association. 
Every  person  becoming  a  shareholder  by  such  transfer  shall,  in 
proportion  to  his  shares,  succeed  to  all  rights  and  liabilities  of  the 
prior  holder  of  such  shares;  and  no  change  shall  be  made  in  the 
articles  of  as.sociation  by  which  the  rights,  remedies,  or  security  of 
the  existing  creditors  of  the  association  shall  be  impaired." 

Sec.  17.  That  section  5146  of  the  Revised  Statutes  of  the  United 
States  as  amended  be  amended  by  inserting  in  lieu  of  the  second 
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sentence  thereof  the  following :  "  Every  director  must  own  in  his 
own  right  sliares  of  the  capital  stock  of  the  association  of  which  he 
is  a  director  the  aggregate  par  value  of  whicli  shall  not  be  less  than 
$1,000,  unless  the  capital  of  the  bank  shall  not  exceed  $25,000  in 
which  case  he  must  own  in  his  own  right  shares  of  such  capital 
stock  the  aggregate  value  of  which  shall  not  be  less  than  $500,"  so 
that  the  section  as  amended  shall  read  as  follows: 

"  Sec.  5146.  Every  director  must  during  his  whole  term  of  serv- 
ice, be  a  citizen  of  the  United  States,  and  at  least  three-fourths  of 
the  directors  must  have  resided  in  tJie  State,  Territory,  or  District 
in  which  the  association  is  located,  or  within  fifty  miles  of  the  loca- 
tion of  the  office  of  the  association,  for  at  least  one  year  immediately 
preceding  their  election,  and  must  be  residents  of  such  State  or 
within  a  fifty-mile  territory  of  the  location  of  the  association  during 
their  continuance  in  office.  Every  director  must  own  in  his  own 
right  shares  of  the  capital  stock  of  the  association  of  which  he  is  a 
director  the  aggregate  par  value  of  which  shall  not  be  less  than 
$1,000,  unless  the  capital  of  the  bank  shall  not  exceed  $25,000  in 
which  case  he  must  own  in  his  own  right  shares  of  such  capital  stock 
the  aggregate  par  value  of  which  shall  not  be  less  than  $500.  Any 
director  who  ceases  to  be  the  owner  of  the  required  number  of  shares 
of  the  stock,  or  who  becomes  in  any  other  manner  disqualified,  shall 
thereby  vacate  his  place." 

Sec.  18.  That  the  second  subdivision  of  the  fourth  paragraph  of 
section  4  of  the  Federal  Eeserve  Act  be  amended  to  read  as  follows: 

"  Second.  To  have  succession  after  the  approval  of  this  Act  until 
dissolved  by  Act  of  Congress  or  until  forfeiture  of  franchise  for 
violation  of  law." 

Sec.  19.  That  section  3  of  the  Federal  Reserve  Act,  as  amended, 
is  further  amended  by  adding  at  the  end  thereof  the  following : 

"  The  Federal  Reserve  Board  may  at  any  time  require  any  Federal 
Reserve  Bank  to  discontinue  any  branch  of  such  Federal  Reserve 
Bank  established  under  this  section.  The  Federal  Reserve  Bank 
shall  thereupon  proceed  to  wind  up  the  business  of  such  branch  bank, 
subject  to  such  rules  and  regulations  as  the  Federal  Eeserve  Board 
may  prescribe." 

Approved,  February  25,  1927. 
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